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The Division of Enforcement ("Division"), pursuant to the ALJ' s Order at the 

Prehearing Conference and Order Setting Prehearing Schedule both dated August 11, 

2014 and Rule 221(c)(2) of the Commission's Rules of Practice, herewith submits its 

witness list of those who may be called to testify at the hearing in this matter which is 

scheduled to commence on December 8, 2014. 

1) 	 Sean Jay Bryant, Layton, UT; 
(expected to testify as to background, positions, responsibilities, duties, 
obligations and actions at Child, Van Wagoner & Bradshaw, PLLC during the 
relevant period of time, among other areas of testimony); 

2) 	 Russell E. Anderson, West Valley City, UT; 
(expected to testify as to background, professional qualifications, prior relations 
with various persons, duties, obligations and actions at Child, Van Wagoner & 
Bradshaw, PLLC during the relevant period of time, among other areas of 
testimony); 

3) Marty Del Van Wagoner, Eagle Mountain, UT; 
(expected to testify as to background, professional qualifications, prior relations 
with various persons, duties, obligations and actions at Child, Van Wagoner & 
Bradshaw, PLLC during the relevant period of time, among other areas of 
testimony); 



4) 	 Sandra C. Chen , West Jordan, UT, 84084; 
(expected to testify as to background, profess ional qualifications, prior relations 
with variou s persons, duti es, obligations and actions at Child, Van Wagoner & 
Bradshaw, PLLC during the relevant period of time, among other areas of 
testimony); 

5) 	 R. Larry Johnson, CPA Reston, VA; 
(expected to testify as an expert witness on the issues of PCAOB auditing 
standards, Generally Accepted Auditing Standards, and other issues relating to the 
2009 and 2010 audits ofYuhe International , Inc. by Child, Van Wagoner & 
Bradshaw, PLLC, Russell Anderson and Mmty Van Wagoner, among other areas 
of testimony as set forth mo re fully in hi s expert report in DOE # 86); and 

6) 	 Any o ther witness identifi ed on Respo ndent 's Witness List. 
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Is/Edward G. Sullivan 
Edward G. Sullivan 
Harry B. Roback 
Se nior Trial Co unsel 
Counse l for Division of Enfo rcement 

Securities and Exchange Commission 
950 East Paces Ferry Road, NE, Suite 900 
Atlanta, GA 30326-1382 
Telephone: 404.842 .76 12 
Email: sullivane@sec.gov 
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INTRODUCTION 


Retention 

I have been engaged by the U.S. Securities and Exchange Commission (the "SEC" or the 

"Comn1ission") to evaluate the conduct ofChild, Van Wagoner & Bradshaw, PLLC 

("CVB"), Russell E. Anderson and Marty Van Wagoner, partners in that firm, with 

respect to the audits conducted of the financial statements of Yuhe International, ·Inc. 

("Yuhe" or "the Company") as of and for the years ended December 31, 2009 and 2010. 

This report sets forth information regarding my qualifications, the subject matter of my 

expected testimony, and the groWlds for and substance of my opinions. 

Veris is being compensated for tny work on this engagement at an hourly rate of $525 

plus expenses. The hourly rates for staff working under my direction range from $200 ­

$475, plus expenses. 

In conducting my evaluation, I have considered the documents identified in Exhibit A. 

have been assisted by members of the staff of Veris Consulting, Inc. ("Veris"), who 

worked under my direction and supervision; the opinions expressed in this report are 

mine. 

My analysis is continuing. To the extent additional documents are produced in this 

matter, or I become aware of additional facts or issues, I reserve the right to amend or 

modify my conclusions. 

Qualifications 

I am a Certified Public AccoWltant and serve as the Chairman & CEO of Veris, a 

consulting practice formed in 2000 as part of a reorganization of Johnson Lambert & Co. 

("ll..C"), a firm of certified public accountants, which I co-founded in 1986. 

I have been a Certified Public Accountant since 1969 and have substantia) experience 

providing a wide range of auditing and consulting services. My experience includes 
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serving as an expert witness in state and federal courts, as well as in arbitration 

proceedings. The issues on which I have testified include accounting, auditing, economic 

damage assessments, and financial statement disclosures. 

I began my career with Ernst & Ernst (subsequently Ernst & Wbinney and now Ernst& 

Young:·LLP}in,·l968. In 1978, I became a partner in thatfinn·and serVed·as·:parther in 

c~rge,::_of the firm~s accounting and auditing practice.for t~e metropolitan Washington, 

DC~ from:J.980 to 1986. As a partner of Ernst &.Whinuey, I signoo.hundreds:ofaudit 

opinions resulting from audits conducted in accord~ce with generally accepted auditing 

standards. I was:involved in many peer reviews, and was a quality ·control reviewer for 

various'Emst&· Whinney clients. 

In 1986,lleft-Emst & Whinney to form JLC~ Since forming}LC:and Veris; lhav.e:been 

illvolved· in se.veral hundred accounting, auditing, or consulting ,engagements involving 

various industries - including a variety of engagements to evaluate con1pliance. with 

generally accepted· accounting principles ("US GAAP") and generally accepted auditing 

standards. 

My engagements have included professional services to federal and state govenun~nt 

agencies, including work on behalf of the SEC. In addition, I hav.e been retained on 

beh~f ofthe U~S. Departn1ent of Justice involving matters in which damages have been 

asserted against the U.S. government and have conducted a variety of analyses in 

connection: with the evaluation of those damage assertions. 

I have served in several standard ~etting capacities of the American Institute of Certified 

Public Accountants ("AICPA''). I was asked to and served as one of 15 members of the 

AICPA's Accounting .Standards Executive Committee, which at the time was a primary 

standard. setting body in the development of US GAAP in the U.S, as well as various 

other·accounting standards task forces of the AICPA, and I· have also.served as a member 
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of the AICPA's Conunittee on Relations with J\ctuaries and its Financial Services Expert 

Panel. 

My undergraduate degree is fr~m the University of Maryland (magna cum laude) and I 

completed MBA course work at George Washington University. 

A copy ofmy Curricuh.tm Vitae is included as Exhibit B. 
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BACKGROUND 


Yuhe InternationaL Inc. 

During 2009 and 2010, Yu4e, formerly known as First Growth Investors, Inc. ("First 

Growth"), was a supplier of chick~ns raised for meat production, also known as 

"broilers," through its Qpetating subsidiaries Weifang Yuhe Poultry Co., -Ltd. (''Yuhe 

Poultry"} and Weifang Taihong-Feed Co., Ltd (''Yuhe Feed"), in the. People's Republic of 

China. Yuhe sold broilers primarily to broiler fanns and integrated chicken companies 

one day after hatching from· eggs laid by Company~owned parent breeding stock, which 

the Company·· would purchase from breeder farms. 1 Yuhe Poultry conducted the 

Company's-breeding, hatchingand chicken selling operations,.and,generated over99% of 

Yuhe's revenue. Yuhe Feed produced chicken feed and feed ad~itives, sold almost 

exclusively to Yuhe Poultry. 2 

A l;>rie.f timeline of. the .history· of Yuhe, prior to the reverse merger described below, 

foUows: 

• 	 Yuhe Poultry was founded in March 1996 in China by Gao Zhentao and. Sun 
Haoguo . 

. • 	 Yuhe Feed was founded in May 2003 by Shandong Yuhe Food Group Co., Ltd. 
("Shandong Group'') .and Gao Zh~nbo (brother of Gao Zhentao ). 

• 	 Bright Stand' International Co., Ltd. ("Bright Stand") was incorporated August 3, 
2007, with Kunio Yamamoto, a Japanese citizen, as the sole -shareholder. (Bright 
Stand had no operating activities unti12008.) 

• 	 Yuhe Poultry acquired 56.25% interest in Yuhe Feed from the Shandong Group in 
a·reorganization ofequity interest under common control, effective September 14, 
2007. 

1 Yuhe International, Inc., Fom1 10-K for the year ended December 31,2009, p. 2. 
2 Yuhe International, Inc., Form 10-K for the year ended December 31, 2009, pp. 3-4 and 12; Yuhe 

International, Inc., Fonn I0-K for the year ended December 31, 2010, p. 9. 
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• 	 Bright Stand acquired 1 00% ownership share of Yuhe Poultry and the remaining 
43.75% ownership share of Yuhe Feed not previously acquired by Yuhe Poultry, 
effective January 31, 2008. 3 

2008 Reverse Merger Transaction 

First Growth was incorporated on September 9, 1997 in Nevada for the initial purpose of 

buying and selling vintage wines. An initial public offering of its shares was held on 

October 15, 1997. The company operated until December 31,2003 when it liquidated its 

inv~ntory at a loss and discontinued further operations. First Growth existed as only a 

shell company until 2008, but maintained its registration with the SEC. On November 

16,2007, Halter Financial Investtnent Group, LLC obtained an 87.5% ownership share of 

First Growth through a stock purchase agreen1ent. 4 

On March 12, 2008, First Growth closed an Equity Transfer Agreement with Bright 

Stand and Mr. Yamamoto, by which Mr. Yrunamoto obtained 126,857,134 shares of First 

Growth, 88% of First Growth's then outstanding common stock. As a result of the 

agreement, Bright Stand and its wholly owned subsidiaries Yuhe Poultry and Yuhe Feed 

became wholly owned subsidiaries of First Growth. Immediately thereafter, a private 

placement of 85,714,282 shares of First Growth common stock was sold to 25 investors 

for an aggregate $18 million, and Mr. Yaman1oto sold 14,285,710 of his First Growth 

shares to those same investors. 5 

On April4, 2008, First Growth changed its name to Yuhe International, Inc., and effected 

a 1-for-14.70596492 reverse stock split of its common stock.6 The corporate structure of 

Yube, effective as of the end of2009 ru1d 2010, is shown below. 7 

3 Yuhe International, Inc., Form 10-K for the year ended December 31, 2009, pp. 3-4. 
4 ·First Growth Investors, Inc., Fonn 10-KSB for the year ended De~ember 31, 2007, pp 3-4. ( 14,000,000 

shares/(14,000,000 + 2,000,000 shares previously issued and outstanding)= 87.5%) 
s Yuhe International, Inc., Form 8-K, filed March 17,2008, pp. 19-22. 
6 Yuhe International, Inc., Form 8-K, filed April 10, 2008, p.J. 

· 
7 Yuhe International, Inc., Form 10-K for the year ended December 31, 2009, p.9. 
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2009 Breeder Farm Acquisition 

In its 2009 Form 1 0-K, Yuhe reported that it had entered into an·,aw:AA!Jient.,on December 

24, 2009 to acquire thirteen breeder farms from Wai:(~g Dajiapg Corporation for 

approximately $16 ,million (the "Dajiang Acquisition''). Pursuanfto the agreement, Yuhe 

would acquire the breeder farm buildings and the land use. rights for 36 years. Yuhe 

reported that it had paid ·80% of the purchase price on or before December:31, 2009 and 

would pay the remaining balance within 2 months after formal delivery of these farms, 

which was expected to take place in October 2010. Yul).e recorded the. purchase as 

"deposits paid tor acquisition of long-lived assets"8 on the -basis that control of the farms , 

had not been transferred. '"fhe previous owner was understood to still have· current 

breeder stock on the farms, and that control would not be .passed until the, end of the. 

breeding cycles after which all of the prior owner's inventory would h~ve been removed. 9 

Despite the previously disclosed expectation that the balance of the purchase price was 

expected to be paid in March 2010, in its Form 10-K as of December 31, 2010, Yuhe 

reported that no additional amounts had been paid on the .purchase of the 13 breeder 

farms during 2010, and that it 'expected the balance to be.paid by the·end-of2011. As of 

.December 31, 2010, Yuhe had recorded the purchase of 7 of 13 farms as property and 

8 Yuhe International, Inc., Form JO-K for the year ended December.3 J, ~0.09; pp.-20..21. 
9 CVB051204. 

6 




equipment, on the basis that control of the seven farms had been transferred. 10 The 

remainder of the acquisition continued to be reported as a deposit. Yuhe also reported 

that it expected to spend approximately $2.49 tnillion to renovate the purchased 

facilities. 11 

On June 23, 2011, Yuhe filed an 8-K that included a transcript of a conference call held 

with analysts on June 17, 2011. On the conference call, Yuhe disclosed that the 2009 

acquisition of the 13 breeder farms had never been completed. Mr. Vincent Hu, CPO of 

Yuhe stated that 

... certain disputes exist between the two parties after the purchase 
agreement was signed, and the transaction was not completed After this 
incident happened, the CEO had not informed the board ofdirectors and 
CFO that the transaction has not been completed. Instead, the CEO 
decided to purchase another 13 breeder farms. From March 2010 to the 
present, the Company had completed th~ acquisition of11 breeder farms 
with the cash refunds from Weifang Dajiang Corporation and the 
Company is in negotiation to purchase another 2 breeder farms. This 
matter has been brought to the attention of our Board for further 
actions. 12 

Child, Van Wagoner & Bradshaw, PLLC 

CVB was a public accounting firm headquartered in Utah from 2006 to 2012 that claimed 

it employed up to 50 people and "maintained another team of professionals in Hong 

Kong"13 The team of professionals in Hong Kong was actually a separate Hong Kong 

accounting firm known as Tom Cheng and Company ("Tom Cheng''), which participated 

with CVB on the audits of several Chinese companies. 14 As of Jtme 2009, CVB had five 

1° CVB052832. 

11 Yuhe International, Inc., Form JO-K for the year ended December 31, 2010, p.25. 

12 Yuhe International, Inc., Form 8-K, filed June 23, 201 1, p.2. 

13 Child, Van Wagoner and Associates website. http://cpaelite.net/about-us. 

14 Sworn investigative testimony of Russell Anderson, taken June 26, 2013, pp. 46-48. 
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pm_1ners, including Russell Anderson and Marty Van Wagoner, and 20 professional 

staff. 15 

In its Activity Summary and Audit Implications for Reverse Mergers Involving 

Companies from the China Region: Januaty 1, 2007 through March 31, 2010, the.Public 

Company Accounting Oversight Board (the "PCAOB") identified CVB as one of ·24 

accounting firms that had :conducted audits of firms that had eritered into tran~~tions 

identified as "Chinese·Revetse Mergers.'' 16 

CVB performed audits of Yuhe's finan~ial statements for the years ended December 31, 

2010, 2009, 2008 and 2007. 17 CVB also audited Yuhe Poultry for the years ended 

December 31., 2007 and 2006, and these financial statements we(e includ,e~Lin Yuhe's 

Form S-1 filed in May 2008. 18 

AuditofYulte's 2007 & 2008Fill.anciai.Stll:tentents 

In 2007, Mr. Van Wag'?ner and Mr. Anderson met with ·Henry "Hank" Deng, then a 

partner with a Baker Til!y··affiliated firm in Shanghai, China ("BT - Shan,gh~"),19 

regarding a potential arrangement betw~en his firm and CVB. 20 Mr. Deng~pr<?posed that 

the two firms work together to perform· the audit of Yuhe and its subsidiaries. Yuhe's 

Form 1 0-K for the year ended December 31, 2008, stated, 

... the Company's board of directors elected to continue the existing 
relationship ofthe Company's new subsidiary Weifang Yuhe Poultry Co., 
Ltd with Child, .Van Wagoner & Bradshaw, PLLC and appointed Child, 

15 	 PCAOB Release No. 104-2010-089A. 
16 	 PCAOB Research Note # 20 11-P 1, Activity Summary and Audit Implications for Reverse Mergers 

Involving Companies from the China Region: January/, 2007 through March 3/, 20/0, dated March 
14,201 I. 

17 	 Yuhe International, Inc., Fonn 10-K for .the year ended December 31, 2008; p.F -2; Yuhe International, 
Inc., Form 10-K for the year ended December31, 2010, p.F-2. 

18 Yuhe International; bic., Form S•l for the.period ended May 12,2008, pp.F-2, F-26, 
19 The Baker Tilly affiliate in Shanghai is also.referred to as "Tin Hua Shanghai." See Sworn investigative 

testimony ofRussell Anderson, taken June 26,2013, pp. 129~130. 
20 Sworn investigative testimony ofRussell Anderson, taken June 26, 2013, pp. 35-36. 
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Van Waponer & Bradshaw, PLLC as the Company's independent 
auditor. 2 

The CVB audit team for the audits of 2007 and 2008 included Mr. Anderson as lead 

partner on the engagement, Mr. Van Wagoner as concurring partner, Sean Bryant, who 

was not a CPA, as Manager (although his position at CVB was that of Senior Associate), 

and Sandra Chen, who served as CVB's Director of Asian Practice. Mr. Deng's BT­

Shanghai firm provided staff that performed the fieldwork in China. 22 As Yuhe' s 

operations were entirely in China/3 it is my understanding that BT-Shanghai's work 

constituted virtually all of the audit fieldwork for the 2007 and 2008 audits. 

On March 27, 2009, CVB issued an unqualified audit opinion on Yuhe's financial 

statements for the year ended December 31, 2008 and 2007 ?4 

Audit ofYul1e's 2009 Fi11ancial State11zents (the 112009 Yu/1eAudit") 

After the audit of Yuhe's 2007 and 2008 financial statements, CVB and BT-Shanghai 

performed the required quarterly reviews for the three interim quarters· of2009. 

Prior to the commencement of the 2009 Yuhe Audit, BT-Shanghai merged with Grant 

Thornton, the China member finn of Grant Thornton International ("Grant Thornton"), 

Mr. Deng became a partner of Grant Thornton and the staff of BT -Shanghai became the 

employees of Grant Thomton.25 Then on December 7, 2009, Yuhe filed a Form 8-K with 

the SEC stating the following, 

u ••• the [Audit] Committee selected Grant Thornton~ the China member 
firm of Grant Thornton International ... as its Independent Registered 
Public Accounting Firm for the fiscal year ending December 31, 2009 . 
. . . The Committee 's selection ofGrant Thornton to serve as the Company ,s 
Independent Registered Public Accounting Firm for the fiscal year ending 

21 Yuhe International, Inc., Form I 0-K for the year ended Decerrtber 31, 2008, p.3 8. 

22 Sworn investigative testimony of Sean Bryant, taken June 25, 2013, p.46; Sworn investigative 


testimony of Russell Anderson, taken June 26,2013, p.42. 
23 Yuhc International, Inc., Form 10-K for the year ended December 31,2008, p.6. 
24 Yuhe International, Inc., Form 1 0-K for the year ended December 31, 2008, p.F -2. 
25 Sworn investigative testimony of Russell Anderson, taken June 26, 2013, p.93; Wells Submission of 

Child, Van Wagoner & Bradshaw, Russell Anderson, and Marty Van Wagoner, October 25,2013, p.4. 
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December 31, 2009 has resulted in the dismissal ofChild, Van Wagoner & 
Bradshaw, PLLC. "26 	

. 

After the announcement of Yuhe's selection of Grant Thornton as its auditor, the 

pel'sonnel of BT.:.Shanghai continu~d working, as employees of Grant Thornton, on the 

audit of the 2009 fmancial statements ofYuhe.27 

OnMarch II, 2010, Yuhe filed a form 8-K with the SEC stating the following, 

On March 5, 2010, Yuhe International, Inc. (the "Company") was notified 
by Grant. Thornton, the China me.mber firm of Grant Thornton 
International (''Grant Thornton'), its independent registered public 
acco~nting firm, that Grant Thornton is resigning as the Company's 
ilidependerll registered:public accounting firm effective immediately. The 
resignation of.Ghant.Thornton:·wci,s .approved by the Company's Audit 
Comrriitiee and Board of:Dit:ectors ... 

Grant Thornton noted during its audit procedures that the Company has 
been. unable. tO:•;elimillatedhe!.~occurr.ence.ofr.elatetl partv loans. between 
tile.. :~caliitliili·v~:ilf[ti?:Y.ili,e~·;.Fo~(l, .dna.. tlilt· 'ciJiiiea"v. conctudi!il···iluu a 
niiiteliilf:.:urea1Ciiess,~~.contlizu~i/io exisL.wiiJi·:, respect· to. tl1e. Coniptzn.v 's 
coJritllliiilce. with... S~ction(/02 .. of·aie. Sathanes-Oxiev Act of 2002. The 
Company's remedial ..efforts:·as"jireviqusly reported on Form 1 O-K/A have 
not successfully remediated ·the material· weakness.· Grant Thornton also 
has cqmmunicated :to ihe Company certain audit adjustments r-elated to 
the Company's financial statements for the year ended December 31, 
2009, wltich indicated. a -mtiter:ial weak11ess of the Companv's internal 
control··· over fintlllcial:.reportlng. The :Company agrees with:· such 
assessment. These ,.noiificaii(ii{i ·by Grant Thornton constitute "reportable 
events" as described in Item 304(a)(1)(v) ofRegulation S-K.... 

The Audit Committee of the Board of Directors of the Company has 
appointed Child, Van Wagoner & Bradshaw, PLLC ("CVB''), and CVB 
has accepted the appoinflnent, as the Company's independent registered 
public accounting firm to replace Grant Thornton effective March 9, 
2010.28 [Emphasis added.] 

26 	 Yuhe International, Inc., Forri1·8;.K, filed December 9, 2009, p.J. 
27 	 Wells Submission of Child, Van Wagoner & Bradshaw, Russell Anderson, and Marty Van Wagoner, 

October 25, 2013, p.4. · 
28 	 Yuhe International, Inc., Form 8-K, filed March 11, 2010, pp.3-4. 
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According to the Wells Submission of CVB, Mr. Anderson and Mr. Van Wagoner 

subn1itted to the SEC in a letter dated October 25, 2013 ("Wells Submission"), CVB 

made the decision to accept the re-engagement and issue an audit opinion, based on the 

field work that had already been performed by.the personnel of BT-Shanghai while under 

the supervision of Grant Thornton and while en1ployees of that firm. For the sake of 

clarity, that group is referred to as BT -Shanghai throughout this report to distinguish it 

from the international Grant Thornton entity .. 

The record shows that BT-Shanghai continued to be in cotnmunication with CVB after 

Grant Thornton's resignation. On March 17, 2010, BT-Shanghai began providing 

workpapers via email to CVB representing the work they had performed. 29 Based on 

sworn testimony by Mr. Bryant, BT-Shanghai had performed all of the audit fieldwork 

for the 2009 Yuhe Audit: 

Q 	 But in terms ofperforming the work, that would have been ­

A Yeah, we would have been --performing the worked [sic] was done all 
by the Grant Thornton people 

Q 	 Were there any sections on the balance sheet that you did audit in the 
U.S.? 

A 	 Well, just the parent company, a small shell company, that was the 
holding company or whatever it was. Yeah, we would have done all 
that work in the U.S. 30 

The record shows that CVB incorporated the workpapers of BT-Shanghai into its own 

workpapers, and that, on March 30, 2010, two weeks after receiving the first of BT­

Shanghai's workpapers, CVB issued an unqualified audit opinion on Yuhe's financial 

statements for the year ended December 31, 2009. 

In the letter to Yuhe's management that established the terms of its engagement for the 

2009 Yuhe Audit, CVB estimated a total cost for the audit of $140,000 - $78,000 of 

29 CVB031087. 

30 Sworn investigative testimony ofSean Bryant, taken June 25, 2013, p.l68:9-168: 18. 
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which was to be paid in installments to CVB and $62,000 was to be paid in installn1ents 

to ''Baker Tilly China Shanghai Office" (although at that time it was a part of Grant 

Thornton).31 

AuditofYuh~'s 2010 Financial Statements (the ''2010 .Y11IteAudit'? 

0VB ;was.~ngaged to perform the auditof Yuhe's· 20.10 financial statements and perform 

timely·quarterJy reviews for the first threequarters~of20l0. Unlike the 2009 Yuhe A.udit, 

the·:year~end .audit fieldwor~ in China was performed by another firm, Tom Cheng, rather 

than BT-Shanghai.32 CVB also utilized the serVices of Spring Tu, an RSM-affiliated 

Chinese firm that included a.previous partner ofMr.. Deng (''RSM-China").l3 Tom Cheng 

peiformed·allofthe field work, exceptinventory obseriiations-and internal control testing 

which were performed by RSM-Chiria34 

Pursuant to the engagement letter for the 2010 Yuhe Audit, dated November 15, 2010, 

Yuhe was to pay the entire audit feeof$160,000 directly to CVB, over three installments. 

CVB, in tum, paid Tom Cheng and RSM-China on.an hours-worked basis.35 

Ori March 31, 2011, CVB issued an unqualified audit opinion on Yuhe's financial 

statements for the year ended December 31, 2010. 

As previously noted, Yuhe held a,press conference on June 17, 2011 and announced that 

the Dajiang Acquisition had not been completed as previously reported· and that Y~he's 

CEO had not informed the company's board of directors (J)ld CFO, but rather decided to 

purchase another 13. breeder farms, 11 of which had already been acquired using the cash 

refunds received by the CEO from the terminated Dajiang Acq~sition. 

31 CVB040199-CVB040202. 
32 Sworn investigative testimony of Russell Anderson, taken June 26, 2013, pp. 1 1 1-112.; Tom Cheng is 

also ·referred toas "Ever Faith." · 
33 Sworn investigative testimony of Russell Anderson, taken June 26, 2013, p.47; RSM is an international 

network ofaudit, tax and advisory finns. 
34 CVB056826. 
35 CVB066163-CVB066l66; Sworn investigative testimony of Russell Anderson, taken· June 26, ·2013, 

pp.l70-171 and 184. 
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In separate letters to Yuhe's Audit Comn1ittee, both dated June 17, 2011 and both 

included in the 8-K filed by Yuhe on June 23, 2011, CVB resigned as the independent 

auditor ofYuhe and notified the Audit Committee that, 

... [CVB 's] auditor's report on the financial statements of the Company 
for the year ended December 31, 2010 contained in the Form 10-Kfi/ed 
with the SEC on March 31, 2011 should no longer be relied upon and 
must no longer be associated with the financial statements due to the 
Company's management's misrepresentation and failure to disclose 
material facts surrounding certain ac~uisition transactions and off­
balance sheet related party transactions. 3 

36 Yuhe International, Inc., Form 8-K, filed June 23,2011, p. 3. 
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OVERVIEW OF ACCOUNTING AND AUDITING LITERATURE 

OVerview.rifUS GAAP 

Financial. statements reflect the representations of management of an enterprise about its 

fiilatic~alposition ,and the results ofits operations. For: public companies registered with 

tp,~- SEC, the fratnework for that pr~entation ·is usl.lally U.S. Generally Accepted 

Accpunfulg ~rit,l.cipl~s .("US GAAP"), a comprehensive body of principles established 

tlir,ough ~ defiried ·l?rofessional standard-setting· hierarchy. 37 
· The Financial Accounting 

Standards Board ("FASB") is the primary . source. of US GAAP, and although. the SEC 

bas .primary responsibility for accounting principles followed by publicly-traded 

oompanies, the SEC· has del~gated.that responsibility,in hu~ge part, to the FASB. The 

CQmmission does, however, issue accounting guidan~e periodically, and public 

comp~nies must comply with various SEC regulations-and·'Staff Accounting.Bulletins (in 

additio~ to US GAAP standards issued by the F ASB and its predecessors) in accounting 

for transactions and preparing their financial statements. 38 

On ·December 15, 2009; the FASB issued Financial Accounting Statement No. 168, The 

F ASB Accounting Standards Codification and the Hierarchy of Generally Accepted 

Accounting Principles. This standard codified the. then-current body of US GAAP into a 

sirigle· equally authoritative body of guidance, effective for interim and annual periods 

ending after September 15, 2009, and established procedures for updating US GAAP 

through Accounting Standards Updates. 

The 2009 and 2010 Yuhe fmancial statements were purportedly prepared on the basis of 

US GAAP. 39 The Independent Auditor's Reports signed by CVB for each year's audit 

stated that the consolidated financial statements "present fairly, in all material respects, 

the [consolidated} financial position ... and the results of its operations ... in conformity 

37 	 FASB AccoWlting Standards Codification Notice to Constituents (v 4.1) About the Codification(Apr. 
10, 2010). 

38 	
. The'AICPA also issues a •limited amount of industry-specific accounting guidance, but mostly related to 
projects started before the decision that 'the FASB ·would be r;esponsible for this function. . 

39 	 Yuhe International, Inc., Fonn 10-K for the year ended December 31, 2009, p. F-2; Yuhe International, 
Inc.,.Form 10-K for the year ended December 31,2010, p. F-2. 
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with accounting principles generally accepted in the United States ofAmerica. "4 ° CVB, 

including Mr. Anderson and Mr. Van Wagoner, was required to reach these conclusions 

based upon audits conducted in accordance with the auditing standards described 

herein.41 

Overview of Auditing Standards 

PCAOB Standards 

Since the passage of the Sarbanes-Oxley Act of 2002, the PCAOB has been responsible 

for establishing auditing and related professional practice standards applicable to the 

perfonnance of and reporting on audits of fmancial statements of companies whose stock 

is publicly traded in the United States.42 PCAOB Auditing Standards Nos. 1 through 6, 

as well as PCAOB rules regarding ethics and independence, were effective for the 2009 

and 2010 Yuhe Audits. In addition, PCAOB Auditing Standard No. 7 was effective for 

the 2010 Audit.43 

The PCAOB also issued interim standards (through rules contained in PCAOB Release 

No. 2003-006) that essentially adopted the pre-existing professional auditing standards. 

This included the ·Generally Accepted Auditing Standards ("GAAS"), attestation 

standards and quality control standards issued by the Auditing Standards Board, certain 

former AICPA SEC Practice Section ("SECPS") membership requirements, certain 

AICP A ethics and independence rules, and cet1ain standards of the Independence 

Standards Board, as they existed on April 16,. 2003. These interim standards remain in 

effect to the extent they have not been superseded or amended by the PCAOB. 44 The 

40 Yuhe International, Inc., Fom1 I 0-K for the year ended December 31, 2009, p. F-2; Yuhe International, 
Inc., Form 10-K for the year ended December 31,2010, p. F-2. 

41 AU §508.07. 
42 Sarbanes-Oxley Act of2002, Sections 101, 103. 
0 PCAOB Auditing Standard No. 7 was effective for engagement quality reviews of audits and interim 

reviews for fiscal years beginning on or after December 15, 2009. 
44 The PCAOB's interim standards (known as Interim Professional Auditing Standards) were established 

by five rules (Rules 3200T, 3300T, 3400T, 3500T, and 3600T). Rule 3100, issued by the PCAOB on 
June 30, 2003, requires all registered public accounting firms to adhere to the PCAOB 's standards in 
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auditing standards used in my analysis, and referenced in this report, are those standards 

in effect atthe relevant periods. 

The independent auditor conducts an audit in accordance with the standards· of the 

PCAOB·.to express an opinion on whether a company's financial statements present, in 

all material respects, its financial position, results of ope:((ltions, and cash flows in 

-conformity with US GAAP:45 Essentially, US GAAP governs how companies are 

required to account for transactions and prepare their financial statements including 

financial,statement··disclosures; while. the standards of the PCAOB·govern the conduct of 

auditors .of~public· issuers ·in :performance of audits of those financial statements. The 
:·. . . . . ·- ; .. 

financial::s.tatemen!s; are ,management~s ·responsibility, while the auditor's responsibility is 
46to express an· opinion on those fin~~ial statements. 

Auditor reports can be characterized as either Hgeneral use," meaning they are not 

restricted as to their use, or "restricted use," meaning they are intended only for specified 

parties.47 
.It .can .be expected that general use financial statements will be made available 

to· a..myri~d of different users other than management and/or a company's . board of 

d~ctors, ;inpludhtg but not limited to investors, lenders, major creditors, and regulators. 

The auditor's report provides· each of these users with assurance that ·the audit was 

perfonned in ac.cordance with the standards of the PCAOB and that the financial 

statements, in the. opinion ofthe auditor, ~e presented in conformity with US GAAP. 

The audit reports for the 2009 and 2010 financial statements of Y uhe, issued by CVB 

without any indication as to a restriction of use, were included in Yuhe's Form 10-K 

connection with the preparation or issuance of any audit report 'on the financial statements of an issuer. 
Rule 3200T .provides tha~ in connection with the preparation or issuance of any· audit report on the 
financial statements of an issuer, .a ·registered public accounting finn. shall comply with GAAS as in 
existence on Aprill6, 2003, to the extent not superseded·or.amended by the PCAOB.. 

4s PCAOB Auditing Standard No.1; AU §508.07. 
46 AU §110.03. 
47 AU §532.03. 
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filings and described the auditor's responsibilities in con1plying with PCAOB standards. 

These audit reports stated, 

We conducted our audits in accordance with the standards of the Public 
Company Accounting Oversight Board (United States). Those standards 
require that we plan and perform the audit to obtain reasonable assurance 
about whether the consolidated financial statements are free ofmaterial 
misstatement. The company is not required to have, nor were we engaged 
to perform an audit of its internal control over financial reporting. Our 
audit included consideration of internal control over financial. reporting 
as a basis for designing audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the 
effectiveness of the company ,s internal control over financial reporting. 
Accordingly, we express no such opinion. An audit also includes 
examznzng, on a test b~is, evidence supporting the amounts and 
disclosures in the consolidated financial statements, assessing the 
accounting principles used and significant estimates made by 
management, as well as evaluating the overall consolidated financial 
statement presentation. We believe that our audits provide a reasonable 
basis for our opinion. 48 

Relevant Auditi11g Statzdards 

PCAOB standards consist of ten basic auditing standards (three general standards 

covering personal conduct, three standards of fieldwork, and four reporting standards), 

and a large number of n1ore specific standards that provide guidance on how to 

implement and comply with the basic standards. 49 The ten basic auditing standards are 

included in Exhibit C. The AICP A provides additional guidance through industry­

specific accounting and auditing guides and other n1eans including Technical Practice 

Aids and Audit Risk Alerts. 50 In my evaluation of the conduct of CVB that is described 

herein, I have identified the particular relevant auditing standards that were applied in my 

evaluation. 

48 Yuhe International, Inc., Form 10-K for the year ended December 31,2009, p. F-2; Yuhe International, 
Inc., Form 10-K for the year ended December 31,2010, p. F-2. 

49 AU §150; See Exhibit C, attached. 
so These materials arc available at: http://www.aicpa.org. 
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SUMMARY CONCLUSIONS 


Based upon my evaluation of the conduct of CVB and Mr. Anderson and Mr. Van 

Wagoner, as described herein, my opinions are summarized as follows: 

• 	 CVI.l:·a.p.d·..Mr. Anderson were the successor-auditors to Grant Thornton on the 
2009 ··:Y~e·:audit. As such, they, were t~red by PCA:OB standards to "make 
specific-.;and 'r<mS.onable inquiries of .the: pr~e·(:~s.or aU.ditor;" CVB and Mr. 
A11derson failed ·to make any such inquiries ..of· Grant Thornton as required by 
those st~dards. · 

Rather CVB.imd Mr. Andersonused~d reli~d:up6n·the work of Grant Thornton 
despite there·being·no ·docwnentation~by CVB.,or: Mr. ·Andersoil·regarding: 

• 	 Grant Thornton's·resignation before-it.c6fup1et~d the 2009 Yuhe Audit. 

• 	 Resolution by CVB and Mr. Anderson·of:the·reasons for that resignation . 

• 	 The basis for the use and reliance by.CVB and Mr. Anderson of the 
predecessor auditor's ·work ~ if it were· their own. 

• 	 The process undertaken to ensure compliance with PCAOB standards 
resulting· from that use and reliance. 

• 	 CVB and Mr. Anderson did not qualify as principal auditors of Yuhe, as was. 
required 'by PCAOB standards in order· for tJi.em to issue an audit opinion. 
Documents-.produc~d in thismatter show that CVB .. and Mr. A~derson considered 
the work of BT Shanghai to be the work of other independent auditors, as that 
expression is· described 'in PCAOB standards, which, under certain circumstances, 
would have permitted that consideration. 

However, with respect to the work of BT Shanghai in connection with the 2009 
Yuhe Audit, that finn -did not meet the requirements of PCAOB standards to 
consider its work as the work of other independent auditors. As a consequence, 
CVB and Mr. Anderson violated PCAOB standards in its use of BT Shanghai's 
work. 

Further to this violation of PCAOB standards, CVB and Mr. Anderson's 
participation in the 2009 Ytihe Audit would not .have been -sufficient to permit 
them to serve as principal auditor, even if BT Shanghai's work had qualified as 
the work of other independent auditors. The extent of hours worked by CVB 
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personnel (totaling slightly more than 100 hours) in contrast to the likely 
thousands of hours worked by BT Shanghai, as well as the nature and timing of 
the hours worked by CVB, did not result in sufficient participation by CVB. 

As articulated by the PCAOB, rather than the work of other independent auditors, 
the work of BT Shanghai was work of assistants of CVB and Mr. Anderson and 
was subject to all of the auditing standards applicable to the employees of CVB. 

• 	 CVB and Mr. Anderson failed to comply with their professional responsibilities 
regarding the use of assistants from outside their finn. As the work of BT 
Shanghai was the work of assistants to CVB, CVB and Mr. Anderson were 
required to evaluate and test the work performed by BT Shanghai and to apply 
their OWn judgment, as well· as additional auditing procedures to cmnply with 
PCAOB standards. However, CVB and Mr. Anderson failed to comply with 
these requirements. 

Specifically, CVB and Mr. Anderson: 

• 	 Failed to adequ~tely plan and supervise assistants, including failure to 
design an audit plan responsive to ·the risks and materiality that should 
have been (but was not) evaluated by CVB and Mr. Anderson. 

• 	 Failed to obtain sufficient evidential matter. The circumstances of the 
2009 Yuhe Audit, as described herein, should have significantly increased 
the amount of required audit evidence; however, there is no indication that 
CVB and Mr. Anderson undertook the steps necessary to ensure that such 
evidence was obtained. 

• 	 Failed to provide appropriate audit documentation. The audit work papers 
do not provide the information necessary to determine ( 1) the nature, 
timing, extent and results of procedures performed and (2) who prepared 
and reviewed the work papers. 

• 	 Failed to appropriately consider fraud and/or illegal acts. The work papers 
contain only three work papers specific to the consideration of fraud, each 
prepared by BT Shanghai prior to CVB 's engagement and none of which 
reflect any judgments or considerations made by CVB. 

• 	 CVB, Mr. Anderson and Mr. Van Wagoner failed to exercise due professional 
care in violation of PCAOB standards. Those standards impose the requirement 
that auditors exercise professional skepticism, defined as "an attirude that includes 
a questioning mind and a critical assessment of audit evidence." 
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The extent of the failures swnmarized above and, in. more. detail hereinafter, 
constitute· a violation of the due professional car~ ·standar~. M9reover, in failing 
to:,peifonnaproper concurring partner review, Mr. Van Wagoner also failed to 
exercise due professional care. 

;-_·.: .. ·.: .. 

• 	 CVBffand Mr····Al;lderson had no reasonable b~is.for.anop~piol):on.the 2010 Yuhe 
A~<Mt~- As.'·_:~: ~e:,case in the::2009 Yuhe A:qdit;· ·GYB .a,n& ..Mr. Andersori 
performed oruy ~a:minor portion of the audit work-on·.]h~::2010 :Yuhe Audit; their 

.w~r~:,_constitU!ing only. 295 of 2,444 hours. Al.ld ~,~wp)fl~iz~.d:below, the work 
of{~NB and ·MI-.· Anderson,· in addition-to being. ol;lly a ~trllnorlpqrtlon. .of the audit 
work,~evid~pcedfailures.in many specific areas·of PCA0Bi-compJiance. 

• 	 CV:B·;;an4 Mr. ~derson failed to comply with· their prqfe~~iojJ.al_responsibilities · 
reg<:tr<f:inRthe use of assistants from outside:th~ finn~. Sp¢;ciflcally,-they.failed to 
apprQpr~~t~ly pl,a.p an~ supervise as evidenced--by the timeline of work by those 
aSsistants oontrasi~d with the work ofCVB. 

• 	 CVB and Mr. Anderson failed to appropriately assess risk.~d materiality. Risk 
assess.m~n~ were not made by them and were contradicted by circwnstances and 
eventS in:,existence at. Yuhe. 

• 	 CVB and Mr. Anderson failed to appropriately obtain appropriate evidential 
matter,. in~luding such specific audit areas as the D~jittAg ·A~uisition, related 
party tt:ans~ctions, Yuhe's inability to prepare u.s~ GMP compliant financial 
statements and ineffective internal controls. 

• 	 CVB and Mr. Anderson failed to provide appropriate aQ.dit docUll)entation. A 
reviewer of the work papers is unable to determine when the work papers were 
·prepared~ 

• 	 Mr. Van Wagoner performed an insufficient engagement quality review. The 
review by Mr. Van Wagoner, as required by PCAOB Standards, violated those 
standards by .failing to identify the several failures by CVB .. and Mr. Anderson to 
comply with PCAOB standards, as described herein. 

• 	 CVB, Mr.. Anderson and Mr. Van Wagoner failed to exercise due professional 
care. Several issues identified in this ·report in the Detailed Findings section, 
should have been subject to a "questioning mind, and to a "critical assessment," 
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and there is no documentation in the .work papers of any such considerations. 
·Moreover, in each specific instance of failures to comply with PCAOB standards, 
described herein, CVB, Mr. Anderson and Mr. Van Wagoner failed to exercise 
due professional care. 
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DETAILED FINDINGS 


The 2009 Yuhe.Audit 

CVB and Mr. Anderson Were the Successor Auditors to Grant Thornton in the 2009 
Yuhe Audit And Failed to Properly Apply the Auditi11g Stalldards Relevant to a 
Successor Auditor 

Grant Thornton. was· engaged· in December 2009 to perform the 2009 Yuhe Audit, and 

resigned from that engagement in early March 2010. AU Section 315 ("AU 315"), 

Communications between Predecessor and Successor Auditors, expressly defines 

predecessor auditor to iilc]ucJe an auditor that "was ~ngaged to perform but did not 

complete. an audit of the financial statements and ... has resigned."51 Therefore, with 

respect to the 2009 Yuhe Audit, CVB and Mr. Anderson were the successor auditors to 

Grant Thornton and were :required to apply the prpcedures set forth -in AU 315. 

Before accepting an engagement, AU 315 requires the successor auditor to "make 

specific and reasonable· inquiries of the predecessor auditor regarding matters that will 

assist the successor auditor in determining whether to accept the engage1nent." AU 315 

required that CVB make inquiries of Grant Thornton that included, 

Information-that might bear on the integrity ofmanagement. 

• 	 Disagreements withmanagement as to accounting principles, auditing 
procedures, or other similarly significant matters. 

• 	 Communications to audit committees or others- with equivalent 
authority and responsibility regarding fraud, illegal acts by clients, 
and internal-control-related matters. The predecessor auditor~~ 
understanding as to the reasons for the change ofauditors. 

CVB and Mr. Anderson tnade no such inquiries, and the record provides no evidence of 

any communication between CVB and Mr. Anderson and Grant Thornton after Grant 

Thornton's resignation from the engagement. 

51 	 AU §315.02- AU §315.09 
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Mr. Anderson only testified to discussions between him and Mr." Deng of BT-Shanghai 

and not anyone from the international Grant Thornton firm that had resigned and was no 

longer associated with the 2009 Yuhe Audit. Mr. Anderson testified 
' 

Q So at this time did you enter into any type ofarrangement with Baker 
Tilly/Grant Thornton for the work that they had already done? 

A I don't believe we've ever had a written arrangement with them. 

Q So would that have been a verbal arrangement? 

A Yes. 

Q And who would that be between? 

A In this case it would have been between us, CVB, and Henry. 

And, 

Q Do you know how far along in their work process that Grant Thornton 
had gotten before they resigned? In terms ofpercentage ofcompletion of 
the.audit. 

A .I really can't speak to their procedures, their process. I don't have any 
way ofknowing that. 52 

However, there was, in fact, a way for Mr. Anderson to have known that, by 

simply performing the communications with Grant Thornton that the auditing 

standards required in AU 315, which communications CVB and Mr. Anderson 

failed to make. 

Regarding the use of the work of the predecessor auditor, AU 315 states, 

The successor auditor's review of the predecessor auditor's working 
papers may affect the nature, timing, and extent ofthe successor auditor~'; 
procedures with respect to the opening balances and consistency of 
accounting principles. However, the nat11re. timing. and ex.Jellt of audit 
work performed and tire co11clllsions reaclred in botlr these areas are 

52 Sworn investigative testimony of Russell Anderson, taken June 26, 2013, pp.120:25-121:10, 113:15­
113:21. . 
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solelv tl1e responsibilitv of the. successor auditor. In reporting on the 
audit, the succ~sspr auditor should not make. reference to the report or 
work of the predecessor auditor as the basis, in part, for the successor 
auditor's own opinion 53 [Emphasis added.] . 

AU 315 does not conteJ;I)plate that the successor auditor wo~ld actually include, use and 

rely- upon the work of the predecessor auditor, even in. the unusual situation· where the 

predeGessor auditor would allow it. There is no docwnentation -in the yvorkpapers ofsuch 

allowance by either the international Grant Thornton finn or ·by BT-Sh~ghai, -nor fs there 

any documentation of any discussions with Grant Thornton or BT-Shanghai regarding the 

use oftheir work. . 

Regarpin~ significant issues such as the resignation of Grant Thornton, communications 

witlt"Grant Thornton a:s.:the .predecessor auditors, and CVB and Mr. Anderson's decision 

to accept the eng~g~ment, PCAOB Accounting Standard No. 3 (''AS 3"), Audit 

Documentation, states, 

The auditor mustdocument significant findings or issues, actions taken to 
address· them (including additional evidence obtained), and the basis for 
the conclusions reached in connection with each engagement. 

And, 

The auditor must identify all significant findings or issues in an 
engagement completion document. ·This document may include ... either all 
information. necessary to understand the significant findings, issues or 
cross-reforences, as appropriate, to other available supporting audit 
documentation. This document, along with any documents cross­
referenced, should collectively be as specific as necessary in the 
circumstances for a reviewer to gain a thorough understanding of the 

0 ifi fi d' . 54szgnz zcant zn zngs or zssues. . 

However, there Is no documentation· in the workpapers. regarding: 

S:J AU §315.13. 

54 PCAOB Auditing Standard No.3 
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• 	 Grant Thornton's resignation, 

• 	 resolution by CVB and Mr. Anderson of the reasons for the resignation (the 
related party loans, Y uhe lacking the ability to prepare · its own fmancial 
statements in .accordance with US GAAP and the high number of audit 
adjustments identified as a result ofaudit procedw·es in prior year audits), 

• 	 the use and reliance by CVB and Mr. Anderson ofBT-Shanghai's audit work as if 
it were their own, or 

• 	 the process allegedly undertaken to ensure compliance with PCAOB standards 
resulting from that use and reliance. 

Mr Anderson testified to the unusual circumstances of the 2009 Yuhe Audit and the use 

of BT -Shanghai when he addressed his decision not to use BT -Shanghai in subsequent 

audits ofYuhe, 

... I couldn't reconcile that in my mind, and let Henry [Deng, of BT­
Shanghai} know that, H You are Grant Thornton now. Grant Thornton 
resigned It is no lonfer your client. No, we cannot use your people going 
forward to do. this ... 5 

. . 

Mr. Anderson did not provide an explanation in his testimony as to how he reconciled 

this decision in contrast to his and CVB' s use of the Grant Thornton work (including that 

of BT-Shanghai) for the 2009 Yuhe Audit, particularly considering Grant Thornton's 

resignation and failure to complete its audit. 

· The following are merely mentioned in CVB's letter to the audit cmnmittee on March 31, 

2010: 

We consider the following deficiencies to be significant deficiencies in 
internal controls: 

• 	 fl'he company] has continued to make related party loans to Shandong 
Yuhe Food Group Co., Ltd.. This constituted a prohibited transaction 
under Section 402 ofthe Sarbanes-Oxley Act of2002. 

55 Sworn investigative testimony ofRusseJI Anderson, taken June 26, 2013, p. 104:15. 
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• 	 Many adjusting and reclassifying journal entries needed to be made to 
bring the account balances to their proper. balances. Such entries, y 
not made, in a timely manner could result in material misstaiements. 5 

However, GVB's ~Whniary Review Memo erroneously asserted the folloWing matters: 

&mopsis ofdccountingand.auditing·transactions: 
. .:···''. - -·-·- .. ,. ·..._- . 

Circ.u~tanq~s ·.:fhat caU§ed significant difficulty in applying auditing 
pr:oced~res:. None 

Sigf!ifica~tAuditlssues: 

Per- our discussi()ns' in th~ subsequent events, as well as discussed: fn the 
ciient 's DC&P, .·~e·hlld:no,sit;~ifjcant :audit.issues. 51 [Emphasis added.] 

CVB aitd Mr. Ander.son·Did Not Q,alify-as Pri11cipal Auditors 

There are i~tances ·where an auditor uses work· performed by another independent audit 

firm or by other inc;b~pendent a?ditors working under his direction. The·:auditor~inay use 

the work ofthe .other auditors an_d. still issue the audit opinion under some circumstances, 

b.ut must: do so in compliance with the _PCAOB auditing standards. 

AU Section 543 ("AU. 543"), Part ofAudit Performed by Other independent Auditors, 

provides·.guidance to an·auditor·in deciding whether he canserve.as the principal auditor 

(and.therefore jssue an audit opinion on~ entity's fit:tancial statements) while relying;in 

part, on the audit of "financial statements of one or more subsidiaries, divisions, 

branches, components, or investments included in the financial statements presented'' 

performed by another independent audit firm. AU 543 states that the auditor niust 

decide ''whether his own participation is sufficient" in order to do so, and if so, whether 

to make reference to the . oth~r auditor's work. If his participation is not sufficient, the 

auditor cannot serve as principal auditor and cannot issue an opinion. 

CVB000005-CVB000009 
S? . CVB000532-CVB000533. 
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CVB and Mr. Anderson issued an unqualified audit opinion on Yuhe's financial 

statements for the period ended December 31, 2009, with no reference to the work 

performed by BT-Shanghai. Docwnents produced in this matter as well as sworn 

testimony show that. CVB and Mr. Anderson considered the work of BT-Shanghai to be 

the work of other independent auditors, as contemplated in AU 543, and that ''sufficient" 

participation for the purpose of serving as principal auditor was achieved by exceeding a 

50% threshold. 58 However, BT-Shanghai did not audit "one or more subsidiaries, 

divisions, branches, components or investments" ofYuhe as was required for AU 543 to 

be applicable. 

The PCAOB issued Staff Audit Practice Alert No. 6, Auditor Considerations Regarding 

Using the Work of Other Auditors and Engaging Assistants From Outside the Firm, 

("~CAOB Alert 6") as a "reminder to registered firms concerning a firm's obligations 

when using the work of other firms or using assistants engaged from outside the firm." 59 

PCAOB Alert 6 emphasized the distinction between using the work of auditors that have 

audited a subsidiary, division, branch, etc., and engaging staff personnel, or "assistants," 

(as that term ~s used in the PCAOB standards) fro1n outside the finn in performing an 

audit. In this regard, PCAOB Alert 6 states, 

AU sec. 543 does not apply to the use of another auditor's work if that 
work is anything other than an audit ofthe financial statements ofone or 
more subsidiaries, divisions, branches, components, or investments ofthe 
issuer. 60 

Therefore, because BT-Shanghai's work was not restricted to a subsidiary, division, 

branch, component, or investment of Yuhe but rather encompassed all of the audit 

fieldwork for the entirety of Yuhe (but was not a con1pleted audit), it was incorrect for 

CVB and Mr. Anderson to consider the work of BT~Shanghai to be that of another 

58 	 As discussed in more detail later herein, there is no reference to a 50% threshold in AU §543; this 
appears to be a concept originated by CVB to defend the alleged adequacy of its participation in the 
2009 Yuhe Audit. 

59 Accordingly, PCAOB Alert 6 does not provide new requirements but rather emphasizes the 
requirements of pre-existing guidance. 

60 PCAOB Alert 6, p.3. 
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independent auditor and attempt to apply AU 543 accordingly. BT-Shanghai were 

"assistants" of CVB and Mr. Anderson, as described in PCAOB Alert 6, engaged from 

outside ofCVB and subject to all the same auditing standards as employees ofCVB. 

j 

Insufficient Particip~tion 

CVB and Mr. Anderson .incorrectly consider~. the work ·of BT~Shanghai to be that of 

another independent audit firm as addressed by AU 543, ra.ther than that of assistants 

engaged from outside the.firm. Further to the_er.tor in their~pp~ication of AU 543 in that 

regard, CVB and Mr. Anderson's participation in the 2009 Yuhe Audit would nothave 

been sufficient for the purpose of acting as principal auditor, had AU 543 been 

applicable. PCAOB Alert 6 notes_ thaf a '~lack of sufficient ·participation cannot be 
61overcome by using the work of the other· auditor .• _, 

CVB's Audit Program for General. Planning Procedure~, which.was completed ·by ·Mr. 

Bryant on March 29 and 30, 2010, documents that CVB and Mr. Andet:son felt they were 

justified in serving as prin<?ipal auditor .because .BT-Sha~ghai (referred to as "Tin Hua 

Shanghai" on that document) would perform less than 50% of the work. An excerpt of 

the audit program is shown below:62 

A 3. Defeonlne ffie· .extent ·of. Involvement. if i!ny, of other• audit firms, 
consull~nts, sp.eciali~s. or internal B!Jditors, 

·~ 

a. Determine if our participation ·In the .audlt .wUI be sufficient t~ allow ~ 
us to-serve as:the principal a~ditor. 

b. If out flnn Is not the principal auditor; coo~ider. Inquiring. of th~: .f;i(8 
principal auditor. aboutro~tters that may. be .$1gnlflcant..to our audif. 
(~_ee the. "IJ)qulry of Principal Audita: by Other Audilo~ at 
P:cA~L-14;3 ~> 

61 PCAOB Alert 6, p. 4. 
62 CV8000750-CVB000753. 
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In sworn testimony, Mr. Anderson confirmed CVB's position, explaining that "will 

perfonn less than 50% of work," as stated in the audit program, meant 

... that Sean 's expectation, or our expectation during planning, that Baker 
Tilly Shanghai will perform less than half of the work, meaning tha( we 
would perform more than 50 percent and qualify to be the principal 
auditor. 63 

A review of CVB-'s attempts to demonstrate that CVB and Mr. Anderson met the 50% 

threshold in the 2009 Yuhe Audit reveals that their participation was actually 

significantly less than 50%.64 

From the beginning ofMarch 2010 to just after the issuance of the audit report, members 

of the CVB team worked 130 hours on the Yuhe engagement, shown by employee 

below.65 

Iiours 
CVB Employee worked 

Russ Anderson 17.50 
Sean Bryant 57.25 
Sandra Chen 39.00 
Marty Van Wagoner 4.50 
Others 11.75 

Grand Total 130.00 

63 Swom investigative testimony ofRussell Anderson, taken June 26, 2013, pp. 129-130. 
64 AU §543 does not, nor does any auditing guidance,- suggest a SO% threshold for determination of 

principal auditor. It is possible that CVB incorrectly infers the 50% threshold from the SEC 
requirement set forth at Item 9(e) of Schedule 14A, 
If greater than 50 percent, disclose the percentage of hours expended on the principal 
accountant's engagement to audit the. registrant's financial statements for the most recent 
fiscal year that were attributed to work performed by persons other than the principal 
accountant's full-time, permanent employees ... 
However, there· is no documentation that CVB considered this disclosure requirement or how it could 
have determined this disclosure was not required of Yuhe, despite the hours worked by CVB on the 
2009 Yuhe Audit presumably being less than those of BT~Shanghai, as explained herein. 

65 CVB044972; based on the period March 1, 2010 to April?, 2010. 
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Of the 130 hours worked by CVB personnel, appr()ximately I 08 were worked primarily 

over the two-~eek period ending March 31,2010.66 Information identifYing the extent. of 

the hours worked by BT-Shanghai has not been made available to me. However, by way 

of comparison, during- the 20 I 0 Yuhe Audit, the· 'audit fieldwork performed by foreign 

audit personnel amounted to 2,149 hours. It is not ~possible, in my opinion, to conclude 

that ·cVB 's hours in connection with the 2009 Yuhe Audit constituted anything other 

than substantially less than 50%.:oftlie:.iQta}. 

Mr. Anderson testified that the determination was more of a qualitative assessment than a 

quantitative one, based on .the "va)ue :9f the work at every level of the audit" cp1d 

therefore could be correlated to hours worked~. times 'billed rate. 67 Again, there -is- no 

documentation ofsuch acalculatiqn b}(CVB. 

Mr. Van Wagoner also· described a. -P,9$Sible, ;other. basis upon which CVB performed a 

sufficient portion ofthe 2009 YUhe Audit in ·hissworn testimony, 

I still very strongly -believe we did well over_ 50 percent of the work 
Perhaps not in ·hours, but in-·risk; _in- ifyou weighed it by importance to 
the audit, if I spent an hour ~uditing as11Ulll prepaid.asset, an hour spent 
auditing stock-based compensation· is much, much more important to the 
audit. So based on a weighted -quality level of the audit work being 
performed, we. easily perform~d more~ than 50 percent ofthe work So I 
think front either perspective, I foltlike we addressed that requirement. 

Analysis of the CVB's workpapers, however, demonstrates that Mr. Van Wagoner was 

incorrect. Every procedure listed on the Audit-Program for Equity Accounts was signed 

off by "Michael," a member of BT-Shanghai, and was dated "2010-2-10" indicating that 

the steps were performed by BT-Shanghai prior to CVB' s engagement. 68 As noted in the 

excerpt below (highlight added), stock option cal~lations were included in the audit 

procedures performed by BT-Shanghai and not a member ofCVB. 

66 CVB044972; based on the period· March I, 2010 to April?, 2010. 

67 Sworn investigative testimony of-Russell Anderson, taken June·26. 2013, pp. 129:17-132:1. 

68 CVBOO1901-CVBOO1907. • 
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PCA(S/08) 

NIA 
Porform.ed by Wrxkpupor 

AsGortions Audit Procedures for Consideration ruld Date Index 
P/0 disclosed in the financial statements. 

VIA 7. 	 Obtain a copy of the client's earnings per share calculation . .l 
Recalculate the amount 


EIO, c, 
 8. 	 If the company uses an independent registrar or stock transfer ) 

RIO 
 agent. con linn the following with the registra r or transfer agent : 


E/0, c. 
 a. The number of shares authorized 
RIO 


E/0, c. 
 b. The number of shares issued and outstanding. ;.1 

R/0 


E/O,C, 
 c. Unbilled registrar or transfer agent fees to the date of audit 1.. 3 

E~
0 

c I 19. If-the c;~p:; ha; a s~~;e-bas:d ~:;;nsati:n plan, perform I Micha;l I 
Rto.'VIA, the f ollowing procedures: 	 2010-2-10 

P/D ­
a. - o"bia in • ; ··c;py of the client's schedules of grants, It MicJlael, i EGBE/O,C, 

modifica tions, exercises, settlements, cancellations and ~ ~010·2'·1 01RIO, VIA, 
PID 

EIO, C, 

RIO, VIA, 


PIO 

forfeitures, and expirations for each plan for the current 
period. Test for clerical accuracy, compare to note 
disclosure information, and compare beginning balance to 
the prior year's workpapers. 

b. 	 Read the minutes of the board of directors and 
compensation committee meetings, if applicable, and 
compare share-based compensation plan infonnation to the 
client's schedules in step a. Consider \\ihether awards 
aranted in the oeriod v.-ere orooert•1 acoroved. 

!r Mic:nael EGB 
J,201!J·2·10 

In addition to stock-based compensation, Mr. Van Wagoner al so indicated that financial 

statement consolidation was an audit area that, if audited by CVB perso nnel, would push 

CVB's participation beyond the CVB -asserted threshold of 50%. However, as testit'ied 

by Mr. Bryant, BT-Shanghai performed all fieldwork . He testified specifically to the 

audit area of consolidation: 

Q And who was responsible for auditing the consolidation work? 

A That would have been the Hong Kong learn that would have don e the 
consolidation, yeah-- or, I'm sorl'y, the Baker Tilly team. I'm son:y, we're 
talkin? two different periods. 2009 it would have been the Baker Tilly 
firm.6 

Given that BT-Shanghai performed all audit field work, including areas identified by Mr. 

Van Wagoner as high "weighted quality leve l" such as consolidations and stock-option 

compensation, Mr. Van Wagoner's methodology does not support his claim that CVB 

performed a significant portion of the audit, much less more than 50%. 

Sworn investigative tes timony of Sean Bryant, taken Jun e 25, 20 J3, pp. 73:24-74:5. 

31 


69 



CVB and Mr. Anderson Failed to Comply Witlr Their Professional Respo11sibilities 
Regarding the Use ofAssistantsfrom Outside tlze Firm 

A$ :the previous section described, BT-Shanghai w~ ~ng~ged as "assistants" to CVB on 

the 2009 Yuhe Audit, but a vast majority of its work'had been perforined· prior to CVB 

being engaged in March 2010. In these circwnsumc~~ .CVB and Mr. Anderson were 

r~quired to evaluate and test the work performed by BT~Sh~ghaf·and to apply their own 

judginent as well as additional auditing procedures;necessaiy-to co~ply with the relevant 

auditing standards. 

PCAOB Alert 6 confrrmed CVB's and Mr. Anderson's r~spqnsibilit.ies, 

The. auditor 's responsibilities related to th~ tvorkpf-,~;lssi,r,.tttnts e'l}gqged 
from. outsii;(e .· the firm are governed by Othe·i,.;s(pft~ ·stqil_dr;v;ds .· ~- the. 
auditor-'s respqnsibilities ·related .to the: ..work:·~of: a~~t$/.iih,ts ·who ar.e 
associated with. the auditor's .firm as partner,. shqr.efloldet,' .orimployee/0 

As described in PCAOB Alert 6, key considerations in .determining the appropriate level 

of·an auditing firm's involvement in audit work peiformed by assistants engaged from 

outside the firm include, ~ut are not limited to, the-following: 

• 	 Whether the auditor would be able .to obtain informatiQn .about the 
lazow/edge, skill, and ability ofthe assistants engagedfrom outside· the 
firm·(including their knowledge.~!PCAOB:standards and. the-relevant 
financial reporting requirements), and to evaluate the independence of 
the assistants engaged from outside the_ finn. 

• 	 Whether the auditor would be able to properly plan and supervise the 
work ofthe· assistants engaged from ou.tside_the.firm andwhet~er the 
auditing procedures performed by such assistants, in combination with 
the work performed by individuals from within the firm, would provide 
sufficient competent evidential matter to afford a reasonable basis for 
an a7:1dit opinion. 

• 	 Whether the assistants engaged fi·om outside· the firm are located. in 
· the same country or speak the same language as the auditor or the 

auditor's client. 

70 PCAOB AJert 6, ·p. 7. 
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• 	 Whether the auditor would be able to comply with the documentation 
requirements, including the preparation, assembly, and retention of 
documentation, with respect to the work pe1formed by the assistants 
engaged from outside the firm. 71 

Mr. Anderson testified that, 

Q With regards to the professional standards related to supervision [sic] 
review, what was the analysis that went into whether or not you could take 
work that had been done previously and still meet those standards? 

A Our thought process on that is that these employees that were -- these 
employees of Grant Thornton who were on the ground doing the work 
were our people first, and the people who were doing the work, we had 
utilized their work in the previous period so there was really no lapse, or 
effectively we didn't feel like we had, really, an absence there. There 
wasn't a significant amount of time that had passed since they had been 
working for us. 72 

. 

However, these "employees" were not, and were never, employees of CVB and had 

applied a scope of work and conducted auditing procedures that had been decided upon 

by Grant Thornton and not by CVB. 

Moreover, as described in this report, there was a very real lapse from November 2009 to 

March 2010 during which CVB and Mr. Anderson had no involvement whatsoever with 

the work performed by BT-Shanghai. CVB and Mr. Anderson were obligated to 

determine whether it was appropriate to use the work of BT-Shanghai, and if so, what 

procedures were necessary to verify that the work was performed in compliance with 

PCAOB auditing standards. 

Analogous to these circumstances is that of CVB and Mr. Anderson considering the use 

of the work of a client's intemal.audit function because the work of internal auditors is 

similarly performed by people engaged outside of the auditor's firm and can be relied 

upon, in part, to determine the nature, timing and extent of an auditor's own work. AU 

Section 322 ("AU 322"), The Auditor's Consideration ofthe Internal Audit Function in 

11 PCAOB Alert 6, p. 8. 

72 Sworn investigative testimony of Russell Anderson, taken June 26. 2013, pp. 124:9-124:22. 
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an Audit of Financial Statements, provides guidanc~ to the auditor on the process of 

deteQllining whether to use the work ofan internal. <,iUdit function. 

AU 322i~entifies the following proccdyres ne~essary for relial).ce on such work: 

• 	 J;\sses.s the competence and objectivity ofBT~ShaD;gb~. 

• 	 Qop~ider ·Ute effect ·of lif~SJumgliai's. w.qr~ ·on th<3 2009 Yuhe Audit, and tbe 
e;Gte~t'th~reon, a11d 

• 	 Evaluate and test the effectiv~ness,·ofBT-;_$J~angh~i'swork 73 

There is; no indiqation · th(\t eva or Mr.~ t\rul~tson took any of the above steps in 

consiqering whether, and to what ~2ctent, ·it Wa$. permitted to use the work of BT­

Shartghai. 

With respect to the c.ompetency of the BT..;Shan.WtJd perso~el, there is no documentation 

_Qf ~e.· qualifications of the BT~Shang}\ai .p.erso.nne.l that perfonned_ work on the 2009 

Yuhe Audit. 

At the tin1e of the CVB's engagernen~ BT-Shan~h.ai had essentially completed the audit 

fieldwork upon which CVB and Mr,.Anderson deci~ed it-woulcfrely. Mr. Van Wagoner 

testifi~d, "It seem~ pretty cle,ar in my mbtd tb~t <1'-f'had dQ·ne most of the audit and was 

.about to issu~ce when they were dir~ct~d or made the decision to not issue."74 As such, 

the ~se ofBT-Shanghai's work, partic.m~dy to the,~.xt~nt that CVB and Mr. Anderson did 

use it, should have been understood· to affeQt practically all areas of the 2009 Yuhe Audit, 

includjng bQt not limited to planning, assessment of risk. and materiality, consideration of 

fraud and illegal acts, obtaining audit evidence and docun1cotation of the audit. 

AU 322 notes, 

73 AU §32229.

74 Sworn investigative testimony of Marty Van Wagoner., taken June 27,2013, p. 75:1. 
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Even though the internal auditors' work may affect the auditor's 
procedures, the auditor should perform procedures to obtain sufficient, 
competent, evidential matter to support the auditor's report. 

And, 

The responsibility to report on the financial statements rests solely with 
the auditor. Unlike the situation in which the auditor uses the work of 
other independent auditors, this responsibility cannot be shared with the 
internal auditors. Because the auditor has the ultimate responsibility to 
express an opinion on the financial statements, judgments about 
assessments ofinherent and control risks, the materiality ofmisstatements, 
the sufficiency oftests performed, the evaluation ofsignificant accounting 
estimates, and other matters affecting the auditor's report should always 
be those ofthe auditor. 15 

Accordingly, it would have been incumbent on CVB and Mr. Anderson to do sufficient 

evaluation and testing of the work of BT -Shanghai in order to fulfill their responsibilities 

as regards to the 2009 Yuhe Audit. There is no indication that CVB and Mr. Anderson 

perfonned any testing of the work performed by BT -Shanghai, but rather, as described in 

this report, incorporated the work directly into its own, with only a perfunctory review of 

the workpapers. 

An email from a BT-Shanghai member to Sandra Chen shows that CVB did not begin 

receiving the workpapers from BT-Shanghai until March 17, 2010. 76 CVB and Mr. 

Anderson purport to have completed the audit in only 130 hours. Based on a review of 

documents provided in this matter, a portion of that time consisted of review and 

commenting on drafts of Yuhe's Form 10-K. It is inconceivable that CVB and Mr. 

Anderson would have been able to·do the evaluation and testing of BT-Shanghai's work 

necessary in that titne frame, and there is no documentation of any such testing and 

evaluation. 

15 AU §322.19
76 CVB031 087. 
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CVB and Mr. Atlderson Failed to Appropriately Pla11. and Supervise 

The .first stcmdard of field work requires that the audit be "adequately planned and 

assis.tants, if any, are to. be properly supervised.,, 77 CVB failed to ·meet both of these 

r~uireJ1l~n1:$. of AlJ Section 311 ("AU 311 "), PlaJ;Z_rtiJ:lg and Supervision, in the 2009 

Yuh~ Audit. 

Plan~ing 

AU 3 U requires #tat a.udit~g proc.edures be p'erforinttd based Qri an al}dit strategy and 
. 	 . 

plan that. is. tesponsive·-·tQ U1e :asks and materiality identified by· the al.lditors. CVB was 

enga~.~d a~er: B.T~·Sh~gbai had pw-portedly completed. its ·~u:c{it prQcedures, under 

:pl~g9~v~lop¢d:pyGrant Thornton.(~d.BT:.Shangltai). Also?.: it isnoted-'fu the Wells 

Subtnissiontbat 'ibey [CVB and.·Mr. Andersol)] were not primari.ly responsible for the 

desigilpf'fhe' 2009proQ~d]Jr~s... "78 

CVB did:not..JZ~assess the scQpe of work contemplat~d or completed by. Grant Thornton 

b~t t3the:u:simply ~c~epted· that planning work and those· audit Rroc~dure~?- d~spite the fact 

that GrMt Thornton had resigned as auditors and that Grant ·Thornton had rea~hed 

differe~t conclusio.ns. about the extent to which internal conttols could b~ relied upon, as 

described ·hereinafter. 

Giveu the cii:cwnstances of the 4009 Yuhe Audit, CVB and Mr. Anderson sbould:bave 

considered·'the• particular' ·circumstances ofth~ audit and docwnented its. plan to use the 

w.orl< of BT-Sh~gb.ai. -~ft~ appropr.~te evaluation. And testing. Instef!d., CVB and ~r. 

Anderson utilized planning documents of Grant Thornton and BT-Shanghai as if the 

pro~edures. performed by BT-Shanghai had been their own. 

n 	 AU §1~0~02. 
Wells Submission of Child, Van Wagoner & Bradshaw, Russell Anderson, and Marty Van Wagoner, 
dated October25, 2013, p . .2. 
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The table below lists the documents identified as related to planning, and that table 

identifies that the significant areas of risk assessment, internal control reliance, fraud risk 

and materiality were all performed by BT-Shanghai and were not re-evaluated by CVB: 

Plan nine Activity 

W/P 

Ref 

Created 

Bates Ran2eBy Date 

Planning Memo nla Unidentified Unidentified CVB001773-001774 

Audit Risk Assessment 2130-01 BT-Shanghai 1124/2010 CVB0021 08-002117 

Internal Control Reliance Memo 2570 B T -Shan_ghai 1/22/2010 CVBOO 1882-001885 
Fraud Risk 2140 BT-Shanghai 1/24/2010 C\n8002359-002363 
Materiality 2150 BT-Shanghai 1119/2010 CVB005211-005217 

Clientlnformatfon 2105 BT-Shanghai 1/24/2010 CVB001532-001541 
Audit Program for 
General Planning Procedures 2101 CVB 3/29/2010 CVB000750-000753 

Client Continuance 3100-01 CVB 3/29/2010 CVB00083 1-000833 

Based on my analysis, I am unable to determine who created the Planning Memo (shown 

below) or when it was created, due to a lack of appropriate sign-off. Beyond 

acknowledging the timing of the fieldwork to be prior to CVB's engagement, the memo 

does little more than identify the other planning workpapers listed in the table above. It 

does not indicate that any other of the issues identified above that required the exercise of 

professional skepticism were considered or reflected in any planning that may have been 

performed by CVB and Mr. Anderson. It also references a document, "preliminary 

analytical review" which purports to document significant procedures, but which could 

not be located among the documents produced in this matter. 
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mpared by:_ (!.ate:__ 
Rilv~ br: _ date._ 

YUll 

Audit PIQJUlfilg. Memo 


lllJl/0.9 


l"m ~ta~}~~~:per.fom1ed. fieldwork o~ the CJieJ1t~ pl'Cn$es th1'9tigh.much ofJ~ttuaay ond:ihe firstweek of 
:Ee.~~-.-~~,li~l~w·~()mwtion.will reference planuifig:v.roced~s·perfo@t!=~ a~tHhe·ba8is•for-risk·a8Sessed 
,~~~~~~~f1tii:~a.~~f!ij~:W.-~.IIevintc,or su,b~t~titl!~~Qur n~f~op~nibQ, _~~t~w9~J(.-~ill be ~l'fomted 
·~~"'~!~j~~~L:J.hm.~b!t tltOr.ant 1bQmtop'. · · .. , - - .. 

'I 

· · · 	i$.tatei.t3t~;~~!29·re·qttirein~n~;,we-\viil :perronn additi.on~ttprn_ccti~ relating ~o frilUd<including inquiry of 
nja~~en,t·~:employees.aboul' their.knowlcdge offraud @!11...0. 

' .· 

' ·. §e.~Au<!~l~i~,Ms~.~menl @ 21J«J'OJ 
· ~t~».-t!l~~~~~t~~liance~Memo·@ ~ro. 
;See.f~u~~,].l;~@t~¥1~ 
:~o~~~&ur~~§o
~k·~~f~~¢r:~~uo 
-~:$.J.i~t:Jilfoimatio~ ®~tos· 
~~:0.~~ Pl(ghl.ug' Pr(?,Cecdttres @.2101 
S~§iCiierlt~Contiiititulce @J-3-loo=.CJl 

The Audit Pr9gram for General Planning Procedures, noted in the section of this report 

reg~~g AU 543, is a checklist completed by Mr. Bryant. Other than the noted 

reference to BT -Shanghai, it"1.makes no reference to the unusual circumstances of the 

audit. 

The Client Continuance Form is nothing more than a checklist completed by Mr. Bryant. 

AI! 311 requires certain preliminary engagement activities as part of the planning 

procedures, which under normal circumstance would occur prior to any other planning or 

fieldwork being performed. One such required preliminary engagement activity is to 

perform procedW"Cs regarding the acceptance of the engagement or continuance of the 

current client engagement. The Client ·Continuance Form included 1n the produced 
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documents reflects CVB and Mr. Anderson's treatment of Yuhe as a continuing client. 

That treatment improperly ignores that Yuhe was not a continuing client and, in fact, 

Grant Thornton had replaced CVB as auditors .and had resigned without completing the 

2009 Yuhe Audit. AU 311 requires that, as part of the planning for an audit, the auditor 

should consider, among other things, 

Conditions that may require extension or modification ofaudit tests, such 
as the risk o~ material error or fraud or the existence of related party 
transactions. 9 

The first question on the form asks, "Has the review of info1mation in the 'Engagement 

Acceptance Form (PCA-CX-1.1) identified any issues?" While Mr. Bryant marks an 

"X" in the "Yes" column, the Engagement Acceptance Form cannot be located in the 

documents produced in this matter. On the Client Continuance Form, Mr. Bryant also 

acknowledges that certain related party loans are a violation of the Sarbanes Oxley Act, 

S~tion 402, but dismisses it as "not new''. 80 No other issues are identified on the form. 

The form is electronically initialed by "RA" (Mr. Anderson) and "mdv" (Mr. Van 

Wagoner) on March 30, 2010 and March 31,2010, respectively. 

As part of the planning process, AU 311 requires the auditor to "consider the nature, 

extent, and timing of work to be perfonned and should prepare a written audit program 

(or set of written audit programs) for every audit. The audit program should set tbrth in 

reasonable detail the audit procedures that the auditor believes are necessary to 

accomplish the objectives of the audit."81 Based upon a series of emails between Mr. 

Bryant and a member of BT-Shanghai, the procedures performed by BT-Shanghai were 

purportedly based upon audit programs developed by BT-Shanghai prior to fieldwork. 

As shown in the en1ail exchange below, BT -Shanghai was unable to provide those audit 

programs to CVB, and it was eventually decided to use the audit programs developed for 

the audit of Yuhe's financial statements for the year ended December 31, 2008. 

79 AU §31 1.03. 
8° CVB000831-CVB000833 
81 AU §31L05. 
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CVB0170315.htm 

~~!))-: 
s.cnt: 
'f.~:,_ 

CC; 
Sjil'J~· 

lU -San9.t~ 

.. _J:) ~•.t!l~~:S; ~ cf9o.d iil_e~ lf it can meet YC)ur-·:r:equ#mant", w:.e w:ill ·tJSe prior
Ycf!.?.J' s .QOp.Y,, 

It is remarkable that CVB would consider it appropriate to include the audit program for 

2008 on. the basis that it was "better than none.'' That audit progran1, in no way, would 

have been responsive to the risks and circumstances applicable to the 2009 Yuhe Audit. 

Supervision 

Regarding the requirement for assistants to be properly supervised, AU 3ll states, 

Supervision.involves directing the efforts ofassistants. who are- involved in 
accomplishing (he· objectives of the audit anq 4etermining whether those 
objectives were accomplished. Elements ofsupervision· include. instructing 
assistants, keeping informed of significant problems encountered, 
reviewing the work performed, and dealing ·with difforences of opinion 
among firm personnel. The extent of supervision appropriate in a given 
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instance depends on many factors, including the complexity ~the subject 
matter and the qualifications ofpersons performing the work. 2 

AU Section 230 ("AU 230"), Due Professional Care in the Performance of Work, also 

addresses supervision, stating that the "auditor with final responsibility is responsible for 

the assignment of tasks to, and supervision of, assistants. "83 

The guidance makes it clear that supervision requires interaction with those being 

supervised. Under no circumstances could CVB and Mr. Anderson have supervised BT­

Shanghai when BT -Shanghai was performing fieldwork prior to CVB's engagement. 

Regardless of the level of review of the work perforn1ed by Mr. Bryant once CVB was 

engaged and BT-Shanghai's workpapers were provided to CVB, there is no way, in my 

opinion, to "retroactively" supervise assistants, as rulegedly performed by CVB in its 

Wells Submission. 

Regarding the supervision that is alleged to have occurred once CVB was engaged, Mr. 

Bryant acknowledged in sworn testimony that even his supervision did not provide "close 

oversight:" 

Q So in terms ofoversight, and let's just focus on the '09. In terms of 
oversight, do you feel like you had a close oversight over your team in 
China or more ofa removed oversight function? 

A It happened so fast. I would probably lean more toward removed. 84 

Based upon review of emails between Mr. Bryant, Ms. Chen and BT-Shanghai 1nembers, 

there was not a substantive review of the workpapers, but rather only requests for missing 

documents such as the excerpt frmn an email below. 85 

82 AU §311.11 
83 AU §230.06. 
84 Sworn investigative testimony of Sean Bryant, taken June 25, 2013, p 74:6-74:11. 
85 CVB040055. 
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Hi Sean, 

1-:am _v~·,&l.ll~.-~Q,·Wor)t.~w~j;~ .Y~U,:.f{?t _¥0IL 
The a_ucl~t 'Q()niift(Datij;lns D?'~l~: and D20-l-il. did not :come. in cl~ar enough to read. 

Wilf -i.q!J,J~~~~~~--t~~~/:~cJ:#e~d1"
R~pnaJ!! S-ec\l. :t}l~}~~~~~~- ::Pl~~e.· 

e: · Dta.~ Y.o.u.·-ao.·-.:~ m.~~i. ·Zl~~~lil~t:~-1!?::-.. ~~-~~j I ··h~v~ .,~;~ot r~~i.¥<~<iJ:t~-
Re~po®o: ~s• w~ '1!~vJr :<ton~~ but H~ w~ np_t ~opveP.IittJ,.t to, ·:iu:ovide to you, tt. ·was 

dotte ·tbt19lij{h out:·~udi~ ~.itJ..~e~, 
• Did rou dq so~e :f~d.· '~~~k .discus~~ons?. If so, I Jiave _no received ft. . 
lll~r>.~ftV -~~~. wt} :b~~~-A~Q~ ij~t:: ii;:·,~: .. Qtlt ®.nve.pii;!p,t t:Q ;~sw:i;d_q, ~ you, it was 
clone ~h.1"(tl1~ .PM IP~ -:~o~. 
• .l~li~}(e~·h6~"-~~.~(t;t,~~·t1J.~!:~\l~f't;' p~p~. . 

~11~~l~~r: t$:<:f~' ~-~~<a.ud~ 'P.t'~RtliDJs· i :c:ou~-~ n.ot PJ!OY~id~ t9 )'.Q~ top, I~t was also 

in olif' au8i:t; $«Sl.ftv®te. · · · · 
• I di:d·':not recei~e a l!llit'e:dality checklist. 

Re~P.oM:e·: '~~,~,- .fo_r t!i~ ,-ID-~t\~~gJity .f cq\Jl:d ~~:t; ~r,ov4Jie t<.> .you ~Q.Q, it .~- a1ls~ i.n 

o.~ ·tm4*t sO.l;fitware.- 'the. -.\,l~~"·YOU ca.n :se.e ':i'n 1lJ. · · 

• · Di.d>yo\1 do anY tests of i(lternal ~ontrols? If sp. I di~ :not receive the wotk 
done. 
R8$pO~$e: Yes, ~or the internal c.ontrols i co.ul.d no:t w:ovide to you. too,, i't ·W8S 

~ - • .• ...-. ···-· ····- • : ..... ---- ... -eo .. w ...... 

also in our: audit solftwa.re. 

• Did you do, anything to test subsequent events? 

RQ~s,e.; No, we -havf:' not done that, as you Jm9w, fgr this proc(ldtlres need to be 
done till the r.epprtlug ;.c:J~~' .~o noy.: we. n~v.~ J!Ot: ®n~~ 

· Some·requests were sent as late as March 30, 20 I0, as in the email below: 86 

CVB015393-CVB015394. 
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Tony, 

Ineed the following: 

1;1.7..~TH~ 
E17-:111f2..1 
_ots~s·, : 
~7-~ma 
~l7~l.TH...cla 
E17-1TH-4b 
E\t~T,\t;.&a 
~1.:7~~~ 
eJ·74T.tt·$~ 
E17~1TH-Sb 
~.\t-4VH-a . 
U14~H-4 
El7~1.YH.-6a 
~1.:i;l'/H•.6b 
e.t7;..1VH.,.7 
E17-1YH-2 
XQ·AFC-,1 

Thanks, 

Su,n.-e,."J~n.t 
Child, Van WOtS!IOCf & BrodshDw 

liii!l 
Generally, a review of workpapers by a supervisor will result in questions regarding the 

procedure performed and the results, often followed by some revision to the 

documentation of the work performed, if not additional procedures that are determined to 

be necessary (particularly in these circumstances where CVB was not involved during the 

time the procedures were planned and executed). Also in these circumstances, it is my 

opinion that CVB and Mr. Anderson were required to test the work done by BT-~hanghai 

and to determine, based upon their own independent judgment, the sufficiency of the 
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scope of the audit procedures and the sufficiency of the audit evidence obtained as a 

result of those procedures. CVB and Mr. Anderson did none of that. In fact, requests.of 

missing documents sent to BT-Shanghai as late as March 30,2010, the day CVB and· Mr. 

Anderson issued .their audit report, demonstrate the eg~egiousness of CVB~'s and Mr. 

Anderson's conduct. 

C1I.B and Mr. A«der$Pl« Fqileif,fq Appro,priate!y As~ess R.(sk,.~u!lJI~d.ljty 

AU Section 312 ("AU 312"), Audit Risk and Materiality in ConductinganAudit;reqtP,res 

the auditor to assess audit risk and materiality, which "among other matters, J;ieed to be 

considered together' in determining the nature, timing, and extent of audifproce.dures; and 

in. evaluating the results ofthose procedures.''87 

As noted in the section of this report regarding planning, CVB and Mr. Anders_qJ1 di4~P:Ot 

assess audit risk and materiality. Those functions were performed·by·BT.;;Shan.gbaLprior 

to CVB's eng~gement and documented on the Audit Risk Assessment ·Fonn~88' The 

results of BT-Shanghai's assessments are swnmarized in the table below: 

A~di.tAr~ 
Inherent 

Risl{ 
Control 

Risk 

Risk of 
Material 

Misst~tem~nt 
Au.dit 

App:l=~ach . 

.Cash High Moderate Mgd;erate Basic 

AR/Sales High Moderate Moderate E~ended 

Inventocy[Cost of Sales Moderate Moderate Moderate . Extended 

Prop~rty· Moderate Moderate Moderate *n/a 

Investments and Derivatives· Low Low Low Limited 

Otl:ier ~$..ets Moderate Moderate Moqerate. 
c '· 

E}asic 

Accounts P~yable Moderate Moderate Moderate Basic 

Other Liabilities Moderate Moderate ·Moderate Basic 
Note8Payabl~ng-tetm 
D.~t Moderate Moderate Moderate l3asic 

Income Taxes Low Low Low 'l;l~~c 

81 AU 312~01. 
88 CVB0021 08-CVB002117. 
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Equity Low Low Low Limited 
Income/Expense Moderate Moderate Moderate Basic 

Mr. Anderson testified that Grant Thornton's approach to assessing risk and determining 

the necessary procedures differed from that of CVB. 

So our approach was we started out with substantive testing and did the 
internal control thing kind ofto tell us where the weakest areas were. We 
didn't test them with a purpose for reliance. And I believe the Grant 
Thornton workpapers would show that they wanted to rely on internal 
controls, and had spent a significant amount of time on that. Instead of 
removing them from the workpapers, we included them. 89 

There was no reconciliation of the fact that BT-Shanghai's work was predicated on some 

level of control reliance and CVB and Mr. Anderson's assessment that there could be 

none. Moreover, there is no evidence that CVB or Mr. Anderson performed the 

significant additional auditing procedures that would have been required by CVB and Mr. 

Anderson's own assessment that there should be no reliance on internal controls in the 

2009 Yuhe Audit. 

CVB' s approach, as described by Mr. Anderson, would require that CVB and Mr. 

Anderson designate the control risk for all audit areas as high, i.e., no reliance on Yuhe's 

controls. The risk of material misstatement of any audit area is a function of the inherent 

risk and the control risk. 90 Therefore, based upon the inherent risk levels assessed by BT­

Shanghai (and not changed by CVB or Mr. Anderson) and a control risk assessed at high 

as per CVB' s approach, the assessed risk of material misstatement for both cash and 

accounts receivables/sales would have been assessed as high. 

89 	 Sworn investigative testimony of Russell Anderson, taken June 26. 2013, pp. 109:21-110:4. 
90 	 Inherent Risk x Control Risk = Risk of Material Misstatement. (See the fonnulas on the BT-Shanghai's 

Audit Risk Assessment form.) 
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Risk of 

Audit Area 

AR/Sales 

C()ntrol Material 

CVB and Mr. Anderson~s audit ~ppi:'Oach that placed no reliance on internal controls, 

specifically wh~re the ris~ ·of Ift~terial ~mis~taterttent is ass~ssed to be high, required 

$_ignificantly ~~t~r a:udit· procedqr~s than would·. Grant Thornton's...audit ~pproa.ch that 

cQntempleited sQme reliance. Thet:~ is ·no evi4ence that CVB or Mr. Apderso_n evaluated 

the work perfcitmed by--~BT..Shanghai on 1hat·basis, not7· did tli~y perfotm ~Y ~ditional 

audit procedures' of their ·own. 

CVB, and Mrr A#ftersoq F~ued to Obtain S~fjicie11t Evit[ential M(ltter 

The thit:d stan®rd. ·of fieldwork states, 

Sufficient compeJent evidentiql matter is to be ob(ained through 
insp(!ction, observation, inquiries, and confirmatiqns lo afford a 
rreason_able basis.for ·an opinion regarding the financial statements under 
auqit.91 

BT-.Shanghai penormed aU ofthe fieldwork. CVB and ,Mr. Ander~-on perfQrmed none, 

but rather incorporat¥d the BT -Sbanghai workp3pers into their own without ~Y testing_ of 

. the work performed byBT-Shanghai. There is practically no external evidence, such_ as 

vouch(:IS, invoices, etcr included in the workp~p~rs :produced .in ·t~is-.J'QJJ.tter that CVB and 

Mr. Anderson .could have directly inspected or observed. CVB and Mr. Anderson did not 

re-confirm any cash accounts, receivable balances or payable balances confirm~d directly 

to BT -Shanghai (~ddr.e~sed to Grant Thornton). Based upon review of the docwnents in . 

this matte.r~ there· waS little interaction between CVB and•Yuhe's management that··could · 

be characterized a.s inq~iry for the sake of obtaining audit evidence. 

AU §150.02. 
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Further to the third standard requiring sufficient audit evidence, AU Section 326 (''AU 

326"), Evidential Matter, states, 

The evidential matter obtained should be sufficient for the auditor to form 
conclusions concerning the validity of the individual assertions embodied 
in the components offinancial statements. The evidential matter provided 
by the combination ofthe auditor's assessment ofinherent risk and control 
risk and on substantive tests should provide a reasonable basis for his or 
her opinion. 92 · 

The PCAOB further explained the meaning of "sufficient" in PCAOB Accounting 

Standard No. 15 ("AS 15"), Audit Evidence, released on August 5, 2010* stating: 

Sufficiency is the measure ofthe quantity ofaudit evidence. The quantity 
ofaudit evidence needed is affected by the following: 

Risk ofmaterial misstatement (in the audit offinancial statements) or the 
risk associated with the control {in the audit of internal control over 
financial reporting). As the risk increases, the amount ofevidence that the 
auditor should obtain also increases. For examfle, ordinarily more 
evidence is needed to respond to significant risks ... 9 

The circumstances of the 2009 Yuhe Audit, including CVB's engagement just over three 

weeks before completion of the audit, Yuhe's business practices regarding cash, Yuhe's 

(and the fieldwork auditors') lack of understanding of US GAAP, and the reemergence of 

illegal related party loans should have significantly increased the amount of audit 

evidence required to be sufficient. However, there is no indication that CVB and Mr. 

Anderson Wldertook the necessary steps to ensure that such evidence was obtained. 

92 AU §326.13. 

93 AS 15 paragraph 5; The AICPA included similar language in its revision ofAU §326 in 2006: 


The quantity of audit evidence needed is affected by the risk of misstatement (the 
greater the risk, the more audit evidence is likely to be required) and also by the 
quality ofsuch audit evidence (the higher the quality, the less the audit evidence that 
may be required). Accordingly, the sufficiency and appropriateness of audit evidence 
are inte"elated. 
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AU Section 333 ("AU 333"}, Management Representations, expands upon the need for 

the auditor to obtain evidential matter beyond representations made by managem~nt. AU 

333 states that management representations, 

... are part of.the evidential matter the independent auditor obtains, but 
they are not a ~up~titute for !/:1~ CJ:pplication. ofthose auditing procedures 
necessary· to 41ford ··'! .reasoiiqble basis for an opinion regarding the 
financial statements under audit.'94 

Inventory 

AU Section 331 ("AU 331 "), Inventories, requires the observation of physical· inventory 

counts, or justification by the auditor for notobserving: 

Ob~ervation of ~r.zventorie~. is .,a .generally accepted auditing ·procedure. 
The· independent auditor .who issues an opinion when he has not employed 
them must bear in mind·that he· has the burden ofjustifying the· opinion 
expressed 95 

AU Section 310 ("AU 310'~), Appointment ofthe Independent Auditor, specifically notes 

the necessity of inventory observation. In advising· an auditor when engaged with only a 

short time before the deadline to issue, it states, 

Although early. appointment is preferable, an independent auditor ·may 
accept an engage.inent'near or after the close of the fiscal year. In.such 
instances, before acc.epting(he e~gagement, he should ascertain· whether 
circumstances ate likely to permit an adequate audit and expression ofan 
unqualified opinion and, if they:}Vill not, he should discuss with the ,client 
the possible necessity for a qualified opinion or disclaimer of opinion. 
Sometimes .the audit limitations present in such circumstan~es can be 
remedied For example. tlte taki11g of the phvsical illvelltorv can be 
postponed.or,iJnother.pltvsical inve11torv can be taken which the auditor 
can observe~96 [Emphasis added~]·· · · · 

CVB and Mr. Anderson did-not observe or test any inventory counts as part of the 2009 

Yuhe Audit. As part.of its fieldwork performed while part of Grant Thornton, BT­

94 AU §333.02.
95 AU §331.01. 
96 AU §3 I 0.04. 
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Shanghai performed observations and test counts of Yuhe's inventory countirig between 

December 16, 2009 and Decen1ber 22, 2009. There is no documentation of any 

additional counts taken after CVB and Mr. Anderson were engaged nor is there any 

documentation of CVB' s basis for accepting the inventory observation conducted by BT­

Shanghai. 

Related Parties 

AU Section 334 (''AU 334"), Related Parties, establishes particular requirements 

regarding the identification and auditing of related party balances and transactions 

because, 

... the substance ofa particular transaction could be significantly d{fferent 
from its form and that financial statements should recognize the substance 
ofparticular transactions rather than merely their legal form. 91 

For similar reasons, US GAAP requires specific disclosures of related party transactions 

and Section 402 of the Sarbanes-Oxley Act of 2002 specifically prohibits personal loans 

to company executives. 

In its amended 10-K for the year ended December 31, 2008, Yuhe disclosed that such 

loans had been made by Yuhe during 2008. 

Management had concluded, as of December 31, 2008, that material 
weaknesses existed with respect to compliance with Section 402 of the 
Sarbanes-Oxley Act. As of December 31, 2008, tbe Company advanced 
money to four related parties with a total outstanding amount in excess of 
$3. 7 million, of which, the Company advanced over $3.5 m'illion to one 
related party, Shandong Yuhe Food Group Co., Ltd. 98 

N3 noted in Yuhe's 8-K, filed on March 11, 2010, Grant Thornton identified that 

additional prohibited loans had been made, 

Grant Thornton noted during its audit procedures that the Company has 
been unable to eliminate the occurrence ofrelated party loans between the 

97 AU §334.02. 

98 Yuhe International, Inc., Form 1 0-K/ A for the year ended December 31, 200 8, p. 2. 
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Company and Yuhe Food, and the CompQny r;onc/uded that a material 
wePP1t;ss continues to e~i~t with respect to the Company's compliance 
with: Sectiorz 402 of the Sarbanes-Oxley Act of 2002. The Company's 
remedial ·ifforts as . .previo~sly repor.te4. on .For.m .10-KIA have not 
~ucces~fully rem~diated the. ·material weakrre$s. ?~ 

·'fhe .8~K. ftU;ther disclosed tlu~t Yuhe Hc~uiti.n~~s tc;> make payments under certa,in 

,~~~Q:lenls to Yuhe Food, such paymepts -lt~V~ r~ulted in related party :loans, in 

j~~.ilild Februa.ty20l0.'' ft also discl6$ed that Grant Thornton bad resigned.frol:\:(the·' 

. . .ciatr_·ement.~O;p .. ~- ·. . 

:CVll.ttl).d~tvh._ And~t~on .were :~ware of$e ptphibi~~d r~l~ted·:P.~rty tt8!l.s~ctions. di~clQ~~cJ 

ju the :j)riQr 'M~'s _audited ftnancial :S4tte.ment$ and jn t4e· Form 8-K and were awar~ that 

,~<;l.l~t Thij#\thn bQ.ti~-r~s~gft~d!· 'in· part, becau~e Q.f ·die ,e~tence ·of tho.s.e:,:t.t:an~~9tiQns. 

'J>¢AJ::l,ll ·a~diting stand~dS,·;~J~ly .de~cril:l~ ~the ~um~or;1's resp6ns.ibili(i¢$:·witb tespe.c.t ·to 

':f.¢l~t~d~,paity an<! iH~gaJ actS. D.espite t~e circutnstanoes regarding Ytihe's rel~t~.d- -.~~Y 

,tm,n.saetions, the only r~ference in the workpape~~ ~reated. by CVB ·(after Grant· Thornton 

,had resigQed beca~y of ill~gal loans maQe after year end) is oil a relat~d party audit 

!PI:Q·gr~ prepw;ed by Mr. Bryant. A notation on this auqit program .confirm~, th~t CVB 
and~Mr. And~rson were aware of the loa,ns, stating "A.loan was .given su.qs.~ql,lentto iQe 

.	ye.ar~en4 to .the President's other company." However, the audit prqgram pcovid~~- ~o 

apditional co~mentary and ·ca.Ils for no additional auditipg procedures related to the 

existence of these ill~gal IQahs. 100 

Further illustrating the insufficiency of t.he proc.eQures perfor~ed by CVB ru:td .Mr; 

A.ndersop regarding related party transactions in the 2009 Yuhe Au4it> ·sev~ral we.eks 

after CVB and Mr. Anderson issued the audit report, Mr. Bryant sent an email to a 

me:mber of BT -Shanghai asking about procedures 'performed. That message is shown 

below:.101 

99 Y\lhe International, lnc., Form 8-K, filed March I 1, 2010, pp.3-4. 
100 CV.BOOl588~BOOlS90. 

101 CVBQ29S75. 
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~.... ~_...,__ •... -..,.,.... _,~, ................ . .,..,...~,........ _ ..............~.,.. ......_..,._y-~· 
From: Sean Bryant 
Sent: Tuesday, April 27, 2010 10:39 PM 
T·o: 'iiD.Iift' : Vincent Hu 
Subject: 

Tony, 

Outside of the one workpaper you sent us listing all related parties, what 
additional items did you do or what information did you recover from Yuhe to 
identify ALL related parties?? What additional requirement does GT perform to 
verify related parties. If you have any additional information, please send. 

thanks, 

Tony, ofBT-Shanghai, replies as follows: 

As to the workpaper and procedures about the related party, there is not 
any other workpapers that i can sent to you, for this procedures were done 
in our audit solftware (Voyager}, but i can give you a summary about the 
procedures we done: 

First, for the related parties information was been provided by the 
management themselves. 

Second, we inqured the Chief accounting officer (Mr. Jiang yiqiang), if 
there were any other related parties that have not been covered by above 
PBC list. 

Third, we reviewed the 1OK and other released files, to find some 
information about the related party and discussed them with Chief 
accounting officer too. 

Forth, both during our pre-audit and substantive test, we all give enough 
attention to the indications that may lead to a related pary or related party 
transactions. 

Basically, that is the main procedures to identify related party. 102 

Mr. Bryant and Mr. Anderson testified that this _exchange was not related to the 

documentation of the 2009 Y uhe Audit. While the conversation may not have been 

initiated because of the audit, it demonstrates that the documentation of the procedures 

102 CVB029575. The excerpt was taken verbatim from the produced document and includes several 
grammatical errors due presumably to language and translation difficulties ofthe author. 
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performed by BT-Shanghai on related party transactions as retained by CVB was 

deficient and that CVB and Mr. Anderson did not pr:operly audit those transactions or 

und.~r~al).d what auditing h~d.actually been done by BT..Shcm.ghai. 

.(]VJJ .and Mt. An:t/erson Failed to ftrovJt/~.Apprqpriat~,Aildit .Doci1melltation 

In·defllli.ng'th.e.requirements· of-~apdltilr~s.wotkp.aper~;>~S.~ st~Jes, 

Audit documentation. mu:lf. contain. 5.U}}lt!t~fft:·. wformati()n to enf:lbl~ an 
experienced auditor. haV.Inp,nopreviD:U$Jfonne_ction with the engagement: 

• 	 To understand. the pqtu:rR, ti.ming, e~t~f, qnd_ res¥11$ ofthe procedures 
performed; evidend,e ;pf;tamed, andconc.lusiqns reached.. and 

• 	 To determine· who· )Jerf.ifr.m~rl~.-(h,~~i:wnr~. Wid, iH¢;''4iJte· ~uch work was 
complered as w~lfilJtiJ.il'per~on:whore~vle.weil.Jhe work-and the dati] of 
such review. 

And, 

Prior to the ·report r~lease ·t/~(e_, .the~·a.#d.if.Or.-)J1ust have -completed all 
necessary·qudifln'g pr~¢edur~~ _t;~nt!,:f!ljr,i!i,Yje/i ~yjficie.nf ev_idence to Sf.IPPlJr/ 
th~ repre;sentatiQns in ..t_fle ·~~:~di,lJrw repoi_!: A C,omplet.e arid final set .of 
audit documentation shquld be qssembled;for retention as of a dqte not 
ITlOPe than 45 dayS' fl/ler th.e report r¢Jease r,(ate (documentation 
completiondate). 

Tbe workpap·ers as· produced' ·certainly ·have n.ot b~eJl"as~embled for tetention1~· ner·in a 

m~er.that would facilitat¢ o).le withol)~ pn~vJou.s t,onnection to the 2009 Yuhe Audjtto 

ea$i1y .detennine proper com.pliance with· AS. 3. Any. work paper that does not provide 

the information necessary to determine 1) the nature, timing, extent and results· of 

procedures performed, evidence obtained and conclusions .reached and 2} who prepared 

~d r;e,riewed the work paper and when, represents a failure on the part of CVB and Mr. 

Anderson to properly docqment the 2009 Yuhe Audit. An analysis of the workpa11ers 
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relating the audit of cash, for instance, is provided below, with required info rmation that 

is missing highlighted: 103 

Bates Bates WfP Ret/ Date 
Bef!inninu E nding File Name Prepared Prcp:u·cr Reviewer 

CVB000136 CVB000138 Bank Confirmation #9 Unidentified Unidentified CVB 

CVB000505 CVB000513 Reconc iliation U nident ified Unidentified CVB 

CVB000514 CVB0005 17 Cash lead Unidentified Unidentified CVB 

CVB000534 CVB000543 Schedu le of bank accounts Unidentified Unidentified CVB 

CVB000583 CVB000585 Bank Confirmation #8 Unidentifi ed Unidentified CVB 

CVB000748 CVB000749 Confirmation Unid~ntified, U nidentified CVB 
55.3.1 Test ofcontrols John (BT­

CVB001221 CVB001222 form 1/24/201 0 Shanghai) CVB 

CVB001324 CVB00 1326 Bank Confirmation #3 Unidentifie d. Un identified CVB 
55.2.1 John (BT­

CVBOOI542 CYB001547 Cash Internal ControlTH 1/23/20 10 Shan p,hai) CVB 
55.3.1 Test ofco ntrols John (BT­

CVB001548 CVB001549 formTH 1/23/2010 Shanp,hai) CVB 
55.3.1 sample planning John (BT­

CYB001760 CVB00 1761 formTH 1/23/2010 Shanghai) CYB 
55.2.1 John (BT­

CVB001775 CVB00 1780 Cash Internal Contro l 1/23/2010 Shanghai) CVB 

CYB001795 CVB001797 Bank Contirmation #4 Unidentified Unidentified CVB 
55.3.1 samp le planning John (BT­

CVB001891 CVBOOI892 form 1/23/20 10 Shan ghai) CVB 

CVB002032 CVB002034 Bank Confirmation #5 Unidentified~ Unidentified CVB 

CVB002093 CVB002095 Bank Confirmation #7 UJ)identified Unidentified CVB 

PCA-AP-3 Aud it Program John (BT­

CVB002 133 CVB002 136 for Cash 1129/20 I 0 Shanghai) CVB 

CVB002436 CVB002438 Bank Confirmation #6 Unidentified Unident ified CVB 

CVB002578 CVB002581 Bank Con firm ation #1 Un identifie.d Unidentified CVB 

CVB002597 CVB002604 Cash on hand Unidentified I Unidentified CVB 

CVB002724 CVB002729 cutoffof check Unidenti ti cd. Unidentified CVB 

CYB002918 CVB002921 Bank confirmation 
1'u ·c~ · ·fi (Int ent1 1c Unidentified CVB 

Sign ificant payment by 
CVB003115 CVB003122 Cash and Bank . Unidentifi ed Un identified CVB 

55.1.1 cash receipt and J ohn (BT­

CVB005194 CVB005 195 disbursement 1/23/2010 Shanp,hai) BT-Shanghai/ 

103 	 It may be possible, however, to tletennine some of the miss ing information from analysis of the 
document's "metadata" , but o ne should no t have to analyze things such as t he author of a Microsoft 
Excel file to attempt: to determine who prepared a work paper. 
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CVB 

55. 1.I-cash receipt and John (BT­ BT..Sbangh~i/ 
CVB005198 CVB005199 disbursementTH l/241:2010 Shanghai) CVB 

CJ(B a"f!tl Mr. 4itderson Fqiled to Appropriate/)' ·Co1~ider F:ralid:a~t·dlor Illega(Acts.·by 
y_iil,~ .' 

AySee.ti9J1· 3'J6 C'AU. 3J6~.');. _CQf.J~Jderatlpn P[Ft4tJ,'lf:·in -~- Fina~ejal$tpte.me!l( ,4i{qtt~ 

teq\lir~ the ·a.qdjtpr. ~o .perform specific prQCecll.}res ·ill, addressing: -the.. :risk of lr~ug. It 
. . ' . ' ·' 

. r~peatS :fh.e -reqUjtem~nt for professional skepticistn and· tequite8:sp~,o.ific documentation. 

ofthe·p,ro~4~~S>:r~l~te(l1o the co~sideration of.:fraud.~Hl4 -AU Section. 317 t~A.U3t7.~'), 

/lle.gql :Ac(ts·by:Clients) .in$tmcts .the audifor to _be ~w~~ Qf ·~~- pos8jliility of illegal.· aets. 

and provi(l~ g\lidan~ to tlie-. audit()r in· the cir~umstadc_e. Ui4t ai1Jll~gatac1:-by 'the olie.nt 

~has bc.cn~~identiS·e.d. 1 05 

We.- ·iden#fted. only three workpapers specific to tlW. consideration of· fraud. All were 

prepared by·Bt..:shanghai: prior to CVB's engagem~pt. The first .is a do~ument titl~d 

Fraud Risk, .and is identified as documentation of an "E.ng~gement Team Discussion: 

· :SAS 9.9-.Brai~~rniing Session."m6 The document notes that ··only BT:.:Shanghai m.cmbe:rs 

w~-involv~d i.n .the discus~on pfthe pot~ntial for fr.aud by ·_Q1aQag~ment. An analy~i~.of 

'the .Q.o.~w.Pents" pro.d:u®d .in this matt~r ::shows- ¢at the docwnent is identical to the 

,comparable. document included in the 2008 audjt of V~e's financial stateme.nts With 

only the nam~s ofthe l3T~hanghai team members changecf. 

The sec.Qt\d docwnent is one ti.tled Considering, Jdenti/)ling and Re~pondi~g 'to Fraud 

S,isk (Factors) and ·is also identical to the comparable document included in the 2008 

audit of Yuhe"'s~ financial statements, including reference to '~:Baker: Tilly," with only the 

date changed. 107 The document incl.ud~s lhe 11otation, as· a ~$ponse by BT~shfiD&\laJ to 

the ··1dentilied .fraud risks, "Asslgnment of more e~perieneed audit personnel to $.e 

104 AU §316. 
J<l:S Al) §3.17. 

106 CVB000067-CVB000068. 


· 1~7 CVBOO1781-CVBOO1787. 
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engagement or increased supervision of engagement personnel." There is no 

documentation by BT-Shanghai, CVB or Mr. Anderson that the newly assigned BT­

Shanghai staff had such experience or was supervised appropriately by BT..shanghai. 

They could not have been supervised by CVB. 

The third document, titled Fraud Risk Information Form, was prepared by BT-Shanghai 

on January 24, 2010, prior to CVB and Mr. Anderson's engagement}08 There is no 

documentation that CVB or Mr. Anderson performed its own fraud risk assessment. 

In addition, based upon review of the documents provided in this matter, there is no 

documentation of the procedures, considerations or communications required by AU 317 

as a result ofthe prohibited related party transactions identified by Grant Thornton, which 

wa8 the reason for their resignation. See the separate section in this report regarding 

rehtted parties. 

CVB, Mr. Allderson a11d Mr•.Van Wagoner Failed to Exercise Due p,~ofessional Care 

The· third general auditing standard requires the auditor to perform his duties with "due 

pr()fessional care." That requirement extends to all facets of the audit, including 

planning, supervision, field work and reporting. It also extends to the role of concurring 

partner. It explicitly imposes the requirement for auditors to follow auditing standards, 

and it also requires the auditor to exercise professional skepticism. 

In their performance of the 2009 Yuhe Audit, CVB, Mr. Anderson and Mr. Van Wagoner 

also failed to exercise the appropriate level of professional skepticism required by AU 

Section 230 ("AU 230"), Due Professional Care in the Performance of Work, given the 

circums~ces surrounding the audit. AU 230 defines professional skepticism as "an 

" 109attitude that includes a questioning mind and a critical assessment of audit evidence. 

108 CVB002359-CVB002363. 
109 AU §230.07. 
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CVB, Mr. Anderson and Mr. Van Wagoner were aware, or ~hol1ld have been aware, of 

the follo:Mng.issuesaffecting the 2009 Yuhe Audit As indicatedin the separate sections 

below, there is no· indication that CVB, Mr. Anderson or. Mr. Van Wagoner considered 

these· issues with a "questioning mind," if they considered them -at. all, nor is there 
. 	 . -. 

indication that. they performed any testing of BT-.Shanghai's· work, much.·less performed 

a 	 "critical assessment," as such considerations and assessments would 'have been 

do~uirierited ·in the ~udit workpapers: 

• 	 The r~signation of Grant Thornton due to recurrence· of rel~ted party loans and 
YUhe's inability to ,pre.Bare GAAP finan~ial statet;nents.. and;amaterialweakness in 
inteJ;ll~ co~trols over finC:Ulcialreporting 110 

· 

• 	 Th~~timing.of the engagement of CVB.. aJ)d·th~(~rela~<J,cd1eeiS.io.tJ., to· u.se th~~aT~-
$11~gh~fworkp~pers · 

• 	 Yuhe'.s inability to prepare its own<financial statements in accordance with JJS 
GAAP111 and the high number of audit adjustments~identified as a result ofaudit 
procedures in prior year audits 

• 	 The past instances of prohibited related party trattsac~ons entered into. by Yuhe 
(see ;separate section of this report regarding related parties for additional 
information) 

• 	 Yuhe'sbusiness practices, particularly those relat~d to cash, which was us~q :fo.r 
the ~_majority of its transactions. (According_ to. ·a workpaper prepru:ed by 81_"­

. ·Shanghai, "There is no· accoWlt receivable· account The company· receives sale 
payment by cash on the date ofdelivery.,112

) 

• 	 Allowing a large part of the audit work performed by CVB to be performed by a · 
non-CPA senior staff accountant, while acting in a manager capacity113 

• 	 The. geographical separation between CVB in the United . States and all of the 
· operations ofYuhe in China 

CVB, Mr. Anderson and lv,{r. Van Wagoner failed to exercise due professional care 

throughout the performance of the 2009 Yuhe Audit. In each. instance of CVB ·and Mr. 

110 Yuhe International, Inc., Form 8-K, filed March 11,2010, pp.3-4. 
111 CVB002H)8-CVB002117. 	 ­
112 CVB001532. 
113 Sworn investigative testimony ofRussell Anderson, taken June 26.2013, pp. 185:14- 186:11. 
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Anderson failing to act in accordance with the PCAOB auditing standards identified 

herein, including failing to communicate.with Grant Thornton as predecessor auditor and 

misapplying AU 543, as we11 as each of the other audit failures previously described, they 

failed to exercise due professional.care. Such failu,res are discussed in separate sections in 

this report but given the extent of those failures and. the minimal participation in the audit, 

the issuance of an audit opinion by CVB and Mr. Anderson, ,in my opinion, is a violation 

of the due professional care standard, in and of itself. In failing to perform . a proper 

concurring partner review that should have identified such audit failures, Mr. Van 

Wagoner also failed to exercise due professional care. 
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The 2010 Yuhe Audit 

CVB and Mr.· A11derso11Had No Reasonable Basis for an OpiniO., in tlte 2010 Yulte 
A11dit 

For the 2010 ·Yuhe Au<Pt, CVB and Mr. Anderson did not use the services of BT­

Shanghai. Instead, ,they utilized the services of Tom Cheng, for most- audit procedures, 

and RSM~China, for inventory observations and "understand_ing .of internal control 

procedures''.114 

As was th~ case in the 2009 Yuhe Audit, however, CVB and Mr. An~erson performed 

only a minQr portiQn of the audit work on the 20 I 0 Yuhe Audit. Over the period 

November 15, 2010 (the date of CVB's engagement letter) to April 9, 2011, a total of 

2,444.00 hotirs were.worked on the 2010 Yuhe Audit by CVB, Tom Cheng and RSM­

China, pre&ented by firm below: 

A~counting Firm l:lours··,vovked 

CVB:·lls 

Russ Anderson 51.25 

Sean Bryant 123.00 

Sandra Chen 87.50 

Marty Van Wagoner 7.25 

Others 26.00 

CVB- Total 295.00 295.00 

RSM-Chlna116 920.00 

Tom Cheng117 1,229.00 

2,444.00 

Though CVB and Mr. Anderson were engaged in November 2010, approximately four 

and a half months p~or to issuing their report, the time spent by .CVB on the 2010 Yube 

114 Sworn investjgative testimony of Russell Anderson, taken June 26. 2013, pp. 47-48; Sworn 
investigative testimony of Sean Bryant, taken J~e 25, 2013, pp.263-264. 

115 CVB044972; based on the period November 15,2010 to April9, 2011. 
116 CvB044112. 
117 CVB044967-CVB044970. 
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Audit was only twice as much time as was spent by CVB on the 2009 Yuhe Audit in the 

three weeks from engagement to the issuance of their report. That additional time 

represented approximately 34 hours by Mr. Anderson, 66 hours by Mr. Bryant and 49 

hours by Ms. Chen, but the combined CVB employee's hours only represented 12% of 

the total engagement·team, while Tom Cheng.performed 50% and RSM-China 38%, or a 

combined 88%. 

Firm Hours Worked 
CVB 295.00 12% 
RSM-China 920.00 38% 
Tom Cheng 1,229.00 50% 

2,444.00 100% 

CVB and Mr. Anderson's minimal participation in the 2010 Yuhe Audit and its violation 

of the PCAOB auditing standards described in separate. sections in this report, in' my 

opinion, did not provide CVB or Mr. Anderson a reasonable basis to provide an opinion 

on Y ube' s financial statements for the year ended December 31 , 20 1 0. 

CVB, Mr. Anderson and Mr. Van Wagoner Failed to Comply With Tlteir Pl·ofessiona/ 
Responsibilities Regard~ng tl1e Use ofAssistantsfronz Outside tlte Firm 

Similar to the 2009 Yuhe Audit, CVB and Mr. Anderson used assistants from outside the 

firm in the 2010 Yuhe Audit - Tom Cheng and RSM-China. PCAOB Alert 6 

emphasized the responsibilities of CVB and Mr. Anderson to, among other things, 

consider the following regarding the use of staff from outside the firm: 

• Knowledge, Skill, Ability and Independence 

• Planning and Supervision 

• Audit Documentation 

• Engagement Quality Review 

There 1s no documentation of CVB's and Mr. Anderson's decision to accept the 

engagement with the intention of using Tom Cheng and RSM-Chi_na, much less their 
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consideration ·of the_-specific issues regarding that decision as noted by PCAOB Alert 6. 

Mu~h as they did in- :the 2009 YUhe Audit, CVB and Mr. Andel."S9n failed to properly perform 

tho.se-fl,lnctions in tb~:20l0 Yuhe.Audit. 

CVB a"d Mr. A.f!.d_~~f.O!l Fail~d to Appropriately Plan a11d Super:.vise and -Failed to 
Appt,qprititily·Qi!n$lder Fro.iUI atfd/br 1/iegalActs by Yuhe 

·.cv~. ~fld.M~~ And6"J?$QJl:..were,,requjr~d by the PCA.OB auditing sta.ndcrr.d.s to·pfQp~rly .pi~ 

the 2010 Yiili.e Audit work, in~luding consideration of' fraud and· .,fll~~al acts, prior to ­

djr.eoting. an_y..ofth.e.auditing w.ork that was to be condpoted ·by Tom:Oheng.and RSM-. 

Chi.J1~. However:, ·the .tUn,~J;n~ ·of events created from a revjew .o~ the ·• do-cuments 

produced in tlii.s. matt~t indic~t~s thi$ did nQt occll! .and CVB di.d not ·properly ;superv~e 

the ·w~r~ p~Qrmed~by Tom. Cheng or RSM..China;· who:perfo~~;::tAfactiW au.ditfu~ 

p~o·cedttr~; 

• Noventh~r..I5, 2010:· 	 CVB was engaged to perform the 2Ql0 Ytihe·Al.Jdit0~ 

• 	 Deceml;ler l, 2010: Mr. Bryant sent an email to Mr. Ii~ CEO of ¥tihe that 
stated Tom Cheng would ~si~ , ·someo.ne fO.r "the 
upco.tning Yuhe inventory obset:V~tiont indicating that 
CVB is not involved in the. asslgnm~pt of To_m Ch~mg or 
RSM.;:China.stafffor the eng~emeni.J19 

DecePlh~r 14, ~010: Torn Cheng submitted an in,voice. .to C.VB for $6; 726 
rep~;esel)tin§ 96 hours of service related to Yuhe, .·plus 

· expen$e.s~ 12 Compar&tively; CV~ .per.snonel had worked 
16.25 hour~ during the pedod Novel:llher 15, .2010 to 
December l4, 2010. 121 Tbere is no in4ication that CVB or 
Mr. Anderson had ptovided any '!)Ianning doeumeQtation to 
Tom Cheng personnel or had provi~d ·ai1y supervision to 
Tom Cheng at this point. 

• 	 December 16, 2010: RSM-China completed its inventery observations, with no 
apparent supervision. 122 Ther~ ·is no indic~tion that CVB or 

liB CVBQ66l63~VB066J6(). 
]1 

9 cvB.0.66244. 
120 CVBOM968. 
Ill CVB044972. 
122 CV~044.112. 
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• January 13, 2011: 

• January 15,2011: 

• January 17, 2011: 

• January 24, 2011: 

• January 25, 2011: 

123 CVB051581-CVB051582. 
124 CVB052947. 
125 CVB063701. 
126 CVB051494-CVB051496. 
127 CVB051472. 

Mr. Anderson had provided any planning documentation to 
RSM-China personnel or had provided any supervision to 
RSM-China at this point. 

Mr. Bryant sent Arnold Tsang of Tom Cheng the following 
prior year workpapers: Inventory, Miscellaneous Current 
Assets, Other Liabilities and Other Operating Expense to 
Tom Cheng. 123 

Mr. Tsang sent Christie Cai of RSM-China an e1nail stating 
that they needed assistance in the following areas: 

A. 	 Internal control documentation for both P RC Yuhe 
andTaihong 

B. 	 Inventory and cost of sales section for bolh P RC 
Yuhe and Taihong 

C. 	 Permanent file information update 
D. 	 Detailed information ofeach form 
E. 	 Distribution ofhenhouses and hatcheary [sic] 124 

Mr. Anderson scheduled a meeting on January 18th with 
Mr. Bryant to have a "fraud risk discussion" for Yuhe, four 
days after sending workpapers to Mr. Tsang, and one 
month after RSM -China had performed its inventory 
observation procedures. 125 

Mr. Bryant and Ms. Chen exchanged emails evidencing 
that Tom Cheng had not yet been provided fraud risks and 
planning despite being expected to finish the field work by 
January 31, 2011. Mr. Bryant acknowledged that it is 
"wrong to give [Mr. Tsang] the Fraud Risks and planning 

126late ..." 

Mr. Tsang distributed the "related party list" to members of 
Tom Cheng, CVB and RSM-China, six days before field 
work was expected to be complete. 127 
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• January 25,2011: 

• January 27,2011: 

• February z, 201.1: 

• Febrtuiry ·t·8~ 2<11:l:· 

• February 22, 2011: 

f 
I. 

• March :8;2011.:' 

128 . CVB051472-CVB05,1473.. 
119.CVB044112. 
13°CVB044967. 
131 CVBo44972. 
Ill CVB044112. 
133 CV.B044972, CVB044969. 
1~CVBOS0985-C~050986. 

A fraud risk discussion was. held with members of CVB, 
Tom: Cheng and RSM-China, six days befote .field work is 
expected to be complete. That same day, Mr. Bryant asked 
via email for a;staff member of CVB, to incorporat~·a :fraud 
risk''discrission m.emo and "Yuhe.·201o: an~yties'i;jtito. th¢ 
audit :birider~ The fraud discUssion. :memo:' stated that the 

·discu~sion,~as held on .January 18th:an4.: J~y~ 25.:0'~;:ancl it 
detailed;ilieitems discussed and which·;audit .team members 
.w9~4.:~q~k;:o~ the related ·auqita(e.a.$.11.~8 ~t th~f~ti~~' nie 
[t~id:'wotk\va8'expected:to be· compl~i&';fil':~~ days:·:,·:·· 

~M~Q~ina .co~pleted ·its frrst segment of. fielc:hvO:tk two 
days . ·:'after .receiving a list . of ..related parties and 
pmticiJ>ating in the fraud discussion. 129 

Tom Che~g submitted an invoice to CV:B for $42;562 
r.eptes~iltirii.t 762 hours of senrice·j·elated:·:to Yllll;e,. pi~ 
.e~~p~e~, ·appi"9ximately one week~aftt?.~·~~cip~ting:.i~ 'the 
.fta!JC.t~<li~c~sion. 13° Comparatively, .. cVB. 'perso.Wtei· had 
worked 95.fhours during the period".Deceriib~r 15, ~010 to 
February 2, 2011. 131 

RSM.;,China completed its second and final seW.~t of 
fieldwork. 132 

Tom Cheng submitted a finaLinvoice to CVB for :$21,317 

· representing 371 hours of service. related to Yuhe~ plus 

e~pe~es. Co~p.paratively, CVB ·personn~l had . worked.·26 

hours dtiring the period February 3; 2Qll to February 22; 

2011.133 

Mr. Bryant received internal control workpapers. He sent a 
message to Ms. Cai that said " ... as it s~ds, I cannot 
include the attached in our workpapers because it does not 
properly support the work of {)Uf fmancial statement 
audit."134 
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• 	 March 14, 2011: Mr. Bryant received workpapers from Tom Cheng, noting 
to Mr. Hu that he was "only half way through the 10-K" 
presumably indicating his review ofa draft of Yuhe's Form 
10-K}35 

• 	 March 28,2011: A discussion was held with Mr. Hu regarding the 
consideration of fraud. 136 

• 	 March 31, 2011 : CVB and Mr. Anderson issued their audit report on Yuhe's 
financial statements as of December 31, 2010. CVB 
personnel had worked 155.15 hours during the period 
February 23,2011 to March 31,2011, representin~ 53% of 
the time worked by CVB on the 2010 Yuhe Audit. 37 

The above analysis indicates that the planning procedures performed by CVB were either 

non-existent, deficient, or no~ timely, including those related to fraud. CVB' s planning 

was generally performed after Tom Cheng and RSM -China had performed its inventory 

observations and after a large portion of the field work of Tom Cheng and RSM-China 

was complete. CVB and Mr. Anderson's planning was also deficient in its failure to 

appropriately address the risks that existed as noted in a separate section in this report, 

including failing to consider (or at a minimum, docwnent consideration of) illegal acts, 

particularly the company's paSt prohibited related party transactions. 

As noted above, the nearly 300 hours CVB spent on the 2010 Yuhe Audit represented 

only 12% of the total engagement time. However, the analysis above shows that only 

137.35 of those had been worked by CVB before Tom Cheng and RSM-China completed 

the 2,149 hours they billed to CVB. 138 The disparity in hours worked on the engagement, 

and the periods in which each performed the work, demonstrate that CV~ and Mr. 

Anderson did not properly supervise the foreign staff. The interactions on December 1, 

2010 and January 16, 2011 show that Mr. Tsang of Tom Ch~ng, rather than CVB 

personnel, was assigning staff audit responsibilities. This lack of supervision by CVB 

13s CVB056836. 

136 CVB44140-CVB44143. 

137 CVB044972. 

138 16.25 hours+ 95.1 hours+ 26 hours= 137.35 hours. 
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and Mr. Anderson f~er supports that CVB and Mr. Anderson did not. have a reasona\).le 

basis to issue an audit opinion on Yuhe's fmancial statements for the year ending 

December 31,2010, 

CVB -and Mr. Anderson Failed to Apprppriately Asses$ R~ik alrtl.Mq~eriality 

CVB_~s and 'Mr: Anderson,s faiJ~e to prQp~ttly P.lan the 2010 Yuhe Aud!t ·inqfud~j 

amo~g othe.r .failur~;;~ .~e· l~¢~·:·Q(~ ·p~opet.·ri§,k:,®~~ssm~nt pr-ipr to, the ,b~girtvhu~ ,of audit 

procedur~s. 

The fil~ sent to. Mr. Bcy~t by Mr. Ts8llg on Iyl_arch 14, ZOII that .r~})rese.nted fue 

:workpape.rs Pi 79m -Cheng includ~d ~JJPc¢ilt~ Mic.rosqfl &Q~l file~ for Yuhe- .Paultry, 

Ytihe Fe.ed; .J31i.gh~tan~ ~a: the .parent Cornp~y, Y1ibe In~matio~J, ;tho. E~ch 11le 

in<:ludecl::n'lanYtt:lb$~ .~~ .mb r~presenti.~g C:l ''wor~paper.', A ,s~pa.r~te,auditr.islt~alysis 
- ' 

for 4i\acb ·entJ.l.y Wa$- ih~ll)g.~q.·Qi the· files~ . There is nothing-to·jndi.cate.that ·Mr. Beyru1.t.Qr 

Mr. Anderson reviewed the$~ analys~ lUltil they were sent to CVB two weeks be'fore 

issuance .of the audit report. 

The audit· risk ·analyses· th_at -were prepared. for-each entity reach the .same conclu~io,ns· and 

risk assessmentS.-Jor·.all :four: entities~ For the 2010 Yuhe_ Audit, Tom Cheng.·asse&sed the 

c.ontrol r.isk for e~ch ·-finoo~Mt-1 statement -assertipnJQr all aud~t,·'~eas ·a& "max:," ~nd the 

.inherent risk ~either mod~r~te or low for aU, which resuJted in assess~~ts ofthe risk. of 

material mi.ss.t~t~ment as moderate, except for Fixed Assets .(Vabutt1on), Re.venues 

(Cutoff) and Expenses;(Cutoff), as shown in the table, below: 

.... 

auditArea 

_.::. 

Control 
RJ.s·k 

.. 

Inherent 
Risk. 

IQskof 
M.ateru..t 

Mis~tttte)jrent 
Audit 

Approach 
R-esponse/ 
Con:unon.ts .. 

. Fixed Assets.andlntangilJ.le 

E~st~nce/Otcurrenc.e Moder,ate- Max Moderate 
Basic No 

' modifications 
Compl~tel)eS$ Low Max Moderate. 
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Rights or Obligations Moderate Max Moderate on Audit 
Program, 

Valuation/Allocation High Max High see AP-Basic 

Presentation/Disclosure Moderate Max Moderate Approach... 

Revenues 

Existence/Occurrence Moderate Max Moderate 
No 

Completeness Low Max Moderate modifications 

Rights or Obligations Moderate Max Moderate on Audit 

Mode~;ate 
Extensive Program, 

Valuation/ Allocation Max Moderate see AP-

Present~tion!Disclosure Moderate Max Moderate Extensive 

High Max l{igh 
Approach... 

Cutoff 

Gains on disposition 

Exi~tence/Occurrence High Max Moderate 

Co~pleteness High Max Moderate 
No such 

Rights or Obligations High Max Moderate things
Extended 

Valuationl Allocation High Max Moderate happened for 

Presentation/Disclosure High Max Moderate 

Cutoff High Max High 

N/A for 
All other audit Low or 

Max Moderate Inventory; 
areas/assertions Moderate Basic for 

all others 

the year. 

The items noted below, however, contradict the appropriateness of the moderate or low 

risk assessments made by Tom Cheng, and further reflect that CVB cmd Mr. Anderson 

performed nothing more than a perfunctory review when incorporating Tom Cheng's 

workpapers into its own. 

• 	 A comparison to the audit risk assessments included jn the workpapers for the 
2009 Yuhe Audit reveals that the inherent risk was assessed as high in 2009 for 
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both cash and accounts receivables/sales but was a range of low to moderate and 
low, respectively in 2010. Ther~ is no explanation for the lowered assessment-of 
inherent risk for either ·of these audit areas, and in fact, the Audit Completion 
Document states that nothing :bad changed~139 

However, a SEC commept letter rece~ved by Yuhe on December 14, ~010 
regarding its c~h a~CQup.t$/40 alo~g·:with the high level of ~h_,ac~vity~;a~\the 
company, demonstrate· thattpelo,w.eretl ass~sment. for ~ash w~;:ttQt~pp~pj~~~~ 
Th,e SEC rais~<Lq~esfions ·,reg~djtig .tPe use ofpersonal barik accounts·:·~r~~\lhe, 
but Tom Cheng;·ass~s~e.d;:,:andfP~~a~cep~ed, an a8sessment.oflow mhereht.;rlsk 
on all assertions forcash, inchiding "fightS and obligations." · 

• 	 The SEC also ques.tioned Yuhe aboutits ability to correctly ·prepare·itsJin~ci~ 
statements in ac?ordance -with US GAAP. 141 A lack -of,~g~~~W!tg':~:9(:·US 
GAAP incre~ses :tf?.e:. ffiherent(isk .of a misstat~ment, particul~ly- dt~e·:1to in~orrect. 
valuation- or. disclo.sU(es. .11). ~Y~~a.ts: ppor to 20lO, Yuhe_ ha.d- :~tii,f:z~· th~;:·~~9&.,~?.f 
a tlijrd p~y to·_assistin -tb:e>:-preparation of·its SEC fding~:>Mr.;Bff,ant:::1b,~c8:ro,e 
aware ·that Yuhe_ h~ not hir~ ·a, third partyfirm to assist hi th~ prepatation~of its 
2010 fin_ancial-s~tements on March 14,2011. · 

On March 24, 2011, CVB put Mr. Hu in contact with Tony Todd:ofKi~ftery.& 
Crouse, CPA's for ;assistance ..with the completion ofYtihe.'s Form 10-Ki 42 · ·:·On 
March 30, 201l,:after six-·daysofproviding assistance to Yllhe,.:Mr~,Todd-:-sent.a 
message to Mr. Ap.de~son ~hat,stated, "In my view, this 1 O.;K is;:.curren.tly·nowhere 
near being ready to file" and said he would not be available over the: next couple 
ofdays due to travel. 143 

The assessed inherent risks for these financial statement-assertions, however, were 
either moderate·· or· low· for all audit areas (except fixed assets) ·aild -'aU· :audit 
approaches. were left at "basic" (except for revenue), and these -assessments were 
not changed despite.Mr~ Todd's message. 

• 	 The risk of a material misstatement. due to the incorrect valuati~n of fixed assets 
was reflected in-the audit risk analysis, but the audit approach-was left.at "basic" 
with no explanation as to how a basic audit approach addressed the heightened 
risk. 

In fact, the remaining payments with respect to the Dajiang Acq~isition had yet to 
be made to the seller.:bY end of 2010, despite the previous disdosure that the 

139 CVB044136. 
140 Lett~r from U.S. Secur~ties and Exchange Commission to Mr. Gao Zhentao, dated.December14, 2010. 
141 Letter from U.S. Securities and Exchange Commission to Mr. Gao Zhentao, dated December14, 2010. 
142 CVB050789-CVB050790. 
143 CVB050293-CVB050294. 
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transaction would be completed by early 2010. Uncertainty to the finalization of 
a material transaction such as the Dajiang Acquisition should have been reflected 
in the assessment of the inherent risk of fixed assets. The assessed level of 
inherent risk, as to assertions of existence and rights and obligations were left at 
moderate, and again, no change to the audit approach beyond basic. 

Despite these circumstances, CVB and Mr. Anderson performed no additional 
procedures and did not re-assess the risks of material misstatement. See 
additiona~ discussion regarding the farms at the separate section in this report that 
discusses audit evidence. 

Materiality 

Assessment of materiality is an important part of the planning of an audit. Establishing a 

lower threshold of materiality typically requires a greater reliance on sufficient and 

appropriate audit evidence than a higher one. The workpapers prepared by Tom Cheng 

included a worksheet for each entity that used a standard formula to establish the 

materiality level. According to the forms, the level was set in late January, but there is no 

indication that anyone from CVB reviewed the calculations before the workpapers were 

sent to Mr. Bryant on March 14, 2011. 

The formula first required the establishment. of a base amount. In the case of Yuhe, that 

base amount was net assets (because it was larger than total revenue and net income). 

The base amount was then used to determine planning materiality based on a table 

provided on the form. The materiality calculation on the work sheets prepared by Tom 

Cheng resulted in a planning materiality of$850,000 ($153,000 + 0.52% of total assets of 

$135.4 million) and a tolerable misstatement of $630,000 (75% of the planning 

materiality). 144 The table used in the form is shown below. 

144 For instance, CVB043713 and CVB043774. 
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Mr. Beyt.mt .prepared another materiality calcidation, based .on the same form.. an.g 

fotm.Jll..aic·.m.od~Las Tom·~he_ng, on Iv1arch 31, 2Q11. Mr. 13r.Yai11, however; ~el~t® ·a 
• • < 	 ' .' •- r 

p1-g mat~ri~dity amountfrom the -incorrect row from the table orl the form,. re.Spl.tiiig 

.	in.~ planning ~aterii\litY Qf $470,000 .($.73;000 + o~6% oftotal assets of$l3 I ~2 niillio.n· 

aJ1d a tol~r:abl~ missiat~ment of $350,000 (75% of planning l11ate~f4ity), ·ea,ch 

significantly Jower than the calculations made by Tom Cheng.
145 

There is no. indicatfoA 

that he identified the halfmillion dollar variance. 

Al~o, a comparison of th~ table to calculat~ the materiality level to. that .ofthe prio~ year 

reveals a significant change jn the formuJa. Th~ formula .u~ed ill. th~_2009 Y\lll~ A:l..ldit ~et 

planning material~ty, for a base amount above $100 miUion (the high~$~ level shoWn. in 

2009), to be. $185,000 + o~18o/o of the base amount. Applying~ the· 2D09 foQriula .to ·tbe 

20JO net asset amount of $131.2 million would have resulted in .a pla.nni~~ mater1aHty 

level of$420,000 and a toLerable misstatement of $315,000. 

Ultimately, the materiality level for the 20 I 0 Yuhe Audit was set at the higher level 

calculated by Tom Cheng, and not that by Mr. Bryant or the measurement .contempl.at.ed 

by the 2009 (llethodolQgy. Th¢ higher level of planning materiality, .as de.teQnined by 

Tom Cheng~ resulted in a les~ened scope of auditing .procedures· witho\lt reconciliation to 

the materiality level$ c~c~lated by Mr. Bryant or by the 2009 methodology. 

145 CVB043744. 
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CVB and Mr. Anderso11 Failetl to Obtain Appropriate Evidential Matter 

For the 2010 Yuhe Audit, Tom Cheng and RSM-China performed a large portion of the 

audit field work, and like they did in the 2009 Yuhe Audit, CVB and Mr. Anderson 

incorporated the workpapers into their own without an indication of substantial review. It 

is not clear how Mr. Bryant or Mr. Anderson, who both testified that they do not speak or 

read Chinese, could do a complete and sufficient review of· the workp.apers given the 

amount of Chinese writing that is in the files. There is no documentation in the 

workpapers of the role of Ms. Chen, who did speak Chinese, to iiulicate whether it was 

her role to translate workpapers or not. Lacking any substantive review, inglusion of 

workpapers prepared by Tom Cheng or RSM-China, particularly those not translated 

from Chinese to English, does not satisfy any requirement of CVB or Mr. And~rson to 

obtain sufficient and appropriate audit evidence. 

In an email to the foreign staff, Ms. Chen identified how the workpapers of Tom Cheng 

were generally lacking in providing appropriate audit evidence. Her email, dated 

Fehruary 10, 2011, informed the staff the tickmarks were too simple. (Her example is a 

tickmark that read, "vouched to investment contract" but should 11ave indicated that the 

auditor reviewed the contract and traced relevant information and payme11ts to supporting 

documentation and provided details of the contract for the reviewer). The four Excel 

workpaper files provid(:}d by Ton1 Cheng each included a tickm..ark legend that was 

incorporated into CVB and Mr. Anderson's workpapers without any additional 

information requested. 146 Despite Ms. Chen's recognition that tickmarks such~ those on 

the legend did not describe sufficient auditing procedures, there was no change in the 

documentation of auditing procedures included in CVB's workpapers for the 2010 Yuhe 

Audit that would permit the determination of the sufficiency of the auditing procedures 

performed by Tom Cheng. 

146 CVB043713, CVB043774, CVB044220 and CVB044621. 
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The workpapers also do not provide sufficient audit· evidence that other issues identified 

in 	the 2010 Yuhe Audit were resolved to such a ·degree that CVB and Mr. Anderson 

coul<l·have. appropriately issued an opinion: 

• 	 The delay in the fmalization of.the Dajiang Acquisition 

The delay in the ~mal payment by Ylihe for. the· Dajiang Acquisition, as noted in 
the: s¢ction regarding risk, should.-~have:illcrease(LCVB and Mr. Anderson's level 
of.professional ~skepti~isin. with.. resp¢ctto ~s:trar,.saction. Emails sent by Ms. 
CJ:J.e,t) regarding the ·aUoca:tion.betWeen deposits·; and ·fixed assets as· of the en<l of 
2010 ·coilfinn that·the 2009ltarisactioit·remained uri:.finalized a year later, with no 
finn .commitment by Yuhe as to a completion. date. 

• 	 The pa8t instances of prohibited relatc~d~ party transactions entered· into by · Yuhe 
(see separate Section ·Of this (epqJj .r~gard.ing re]ated parties for additional 
information) 

• 	 Yuhe's.lack of $e ability to prepare its own financial statements in accordance 
with :US GAAP 

Despite the message from Mr. Todd to Mr. Anderson regarding·the poor state of 
the draft ·of Yuhe~s Form 10-K only days ,before :the filing deadline, the At.tdit 
Completion Doctunent,. prepared by Mr. Bryant and signed off by Mr. Anderson 
and Mr. Van Wagoner, stated that the issue was resolved by the hiring ofKingery 
& ·Crouse. Mr~ Todd's e-maU provided no such resolution of Yuhe's· inability to 
·prepare the· financial statements, and the. workpapers provide no audit evidence 
that CVB and Mr. Anderson obtained ·reasonable assurance of the resolution of 
the issue. 

• 	 · The high nwnber of audit adjustments, or "AJEs," identified as a result-of au~t 
procedures in prior year. audi~s 

The Audit Completion ·Document provides only a reference to a workpap~r that 
lists all adjustments, and the Summary Review Memo is no more indicative of ·a 
resolution, but it does more clearly state the problem, as shown in the excerpt 
below (highlighted). 147 

147 CVB043739. 
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Significant Audit Issues: 

• Controls are still not effective. The Company has taken measures to improve, however, 
_ ---·- _tl~~-~l~~!~~E.~till ~!_w;_~~~ ~lu:stiot~s; do they really understand what controls are? 

• TI1ere is a significunf umouilt.orA."J&'tliat Iei(filie.~ai1<iitoi'.tol1e11eve"iilaitileco;~p,aily''~f· 
still does not huve a finn grasp ofUS GAAP. 

t 
.-- ,.••...J 

• The noted lack ofinten1al controls at Yuhc 

The excerpt of the Summary Review Memo above again states clearly the 
problem, but provides no audit evidence that CVB or Mr. Anderson resolved this 
issue. 

CVB and Mr. Anderson Failed to Provide Appropriate Audit DtJcumentation 

The workpapers as produced certainly have not been "assembled for retention" nor in a 

manner that would facilitate one without previous connection to the 2010 Yuhe Audit to 

easily determine proper compliance with AS 3. Any work paper that does not provide 

the information necessary to determine 1) the nature, timing, extent a11d results of 

procedures performed, evidence obtained and conclusions reached and 2) who prepared 

and reviewed the work paper and when, represents a failure on the part of CVB and M~. 

Anderson to properly document the 2010 YuheAudit. Most of the workpapers included 

in the Excel files sent by Tom Cheng include an auto-date feature that is updated when 

the Excel files are opened. A reviewer is unable to determine when the workpapers were 

created. 

Mr. Van Wagoner Perfonned an Insufficient E11gagement Quality Review 

PCAOB Accounting Standard No. 7 ("AS 7") Engagement Quality Review and 

Conforming Amendment to the Board's Interim Quality Control Standards, explicitly 

states the requirement of an Engagement Quality Review and concurring approval for an 

audit engagement and sets for the objective of the review: 

The objective of the engagement quality reviewer is to perform an 
evaluation ofthe significant Judgments made by the engagement team and 
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the related conclusions reached in forming the overall conclusion on the 
erJgagement and in preparing the engagement. report; ifa report is to be 
iSSIJ~cJ, in order to determine whether to provide concurring approval of 
.issuance. 

AS 7 calls· for competence, independence, integrity, .and. o~j~ctivity by the engagement 
. . 

qp,~~~}r-~reyi.~wer as ·he performs his review of the workpapers; audit report an:d other 

. r~~~~ai!r:~~CUill~ntation for· the purpose of evaluati~1g,-the a11dit" team's judgm<?nt ~d 
8$.~~~~#ten~}n_ade during the audit. AS 7 reqUites documentation ofhis review and his 

approval ·ofissuing the audit report. 

Mf~ V(:Ul Wagoner testified to his role in establishing CVB 's .praritice. of providing audit 

servi<:es_ to·China based SEC registrants, 148 as well.ashis own perception of the role ·of 

etlgagement quality .reviewer, 

Tht!,~·r:ol~ of an engagement quality reviewer., which was formerly called 
'concurring review partner, is really -- I would say there were two aspects 
thatdejifie -the ·role. 

The first is to get comfortable that the· audit team has properly identified 
and·addressed-the audit risks in the audit. 

The. second is to make sure that documents, which. inclw:le the financial 
statements, that the information in those documents, 1o~Qs, 10-KS, et 
C(#era, is consistent With the financial statements upon which we've 
rendered·an opinion. 149 

On March 30, 2011, Mr. Van Wagoner provided his approval for issuance of the CVB 

audit report, as indicated by his initials onthe Supervision, Review and Approval form. 150 

As noted herein, CVB and Mr. Anderson failed to comply with multiple PCAOB auditing 

standards during the 2010 Yuhe Audit, including but not limited to issuing an opinion 

withQut an appropriate basis gained from the auditing procedures performed by them. 

There is .DOthi~g that indicates Mr. Van Wagoner performed -the appropriate level of 

review required to fulfill the requirements of AS 7, which review should have identified 

148 Sworn investigative testimony ofMarty Van Wagoner, taken June 27.2013, pp. 27-30. 

149 Sworn investigative testimony ofMarty Van Wagoner, taken June 27.2013, pp. 63:18-64:5. 

150 CVB044591 - CVB044597. . 
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the failure of CVB and Mr. Anderson to comply with PCAOB auditing standards, as 

identified herein. Mr. Van Wagoner failed to discharge his responsibilities as the 

engagement quality reviewer by allowing the issuance of the CVB audit report despite 

those audit failures. 

CVB, Mr. Anderson a11d Mr. Van Wagoner Failed to Exercise Due Professional Care 

In their performance of the 2010 Yuhe Audit, CVB, Mr. Anderson and Mr. Van Wagoner 

also failed to exercise the appropriate level of professional skepticistn required by AU 

230, given the circumstances surrounding the audit. CVB, Mr. Anderson and Mr. Van 

Wagoner were aware, or should have been aware, of the following issues affecting the 

2010 Yuhe Audit, many of them the same as in prior years. As indicated in the separate 

sections below, there is no indication that CVB, Mr. Anderson or Mr. V~ Wagoner 

considered these issues with a "questioning mind," nor is there indication that they 

performed a '.'critical assessment,'' as such considerations arid assessments should have 

been documented in the audit workpapers: 

• 	 Yuhe's inabjlity to prepare its own financial statements in accordance with US 
GAAP151 and the hi~ number of audit adjustments identified as a result of audit 
procedures in prior year audits 

• 	 The past instances of prohibited related party transactions entered, into by Yuhe 
(see separate section of this report regarding related parties for additional 
information) 

• 	 Yuhe's business practices, particularly those related to cash, which was used for 
the majority of its transactions (According to a workpaper prepared by BT­
Shanghai, "There is no account receivable account. The company receives sale 
payment by cash on the date ofdeli very." 152

) 

• 	 Allowing a large part of the audit work performed by CVB to be performed by a 
non-CPA senior staff accountant, while acting in a manager capacity 153 

151 CVB002108-CVB002117. 
152 CVBOOI532. 
153 Sworn investigative testimony of Russell Anderson, taken June 26.2013, pp. 185:14 -186;11. 
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• 	 The geographical separation between CVB in the United States and all of the 
operations of Y\!he in China · 

• 	 R~~,~Qt 'atteutlc.m. by the PCA.OB on appn3priate au.di~ng wheJ) ·using ass·istants 
f#~m .o~~ide . the finn, as welJ as the audits ·of com.parti~s inVolved in revers~ 
m-er~ers 

-~ 	 ~e 4t?Jay~d ':finalization of the D.ajiang Acq!lisition Jha.t ·alle.gkd]y. QcctQTed. ,41 
2009 . 

• 	 20JO was ~th~. ·first year for Tom Cheng to be inv.qlveQ;iQ 1,he audit of Yuhe. 

CVB, Mr. And,erson and Mr. Van Wagoner failed to ex~rcj_se. due professic;>nal care ir1. 

perfoJ.Plln~ 1]1e::201 0 YU.he.· Aqdit. In each ~~c¢·o;f-yVR:ait.d. Mr. ~person failing-:to. 

act ;n;· ~qp~rdance ·With ,·the PCA.OB..auditing .sta.Pd~q~ ld.~i\tified ~~reifi CV'H and. Mt:. 
~ . . . . ·-- - -- .· ·.. .' . : .. . .'~.· ~' . . 

J\ndetsou/faiied to.ex~rci~e due profe.~sional care in~perlb~ing .the-4010 YWi~ Audit. 

Th~s_e~·~ilu~es are discussed in separate sections in this ~~pPrt' bilf .~iven the ~xtent J)f. 

th~e ff!ilutes and the comparatively minor· participation o(CV.B in the audit, the issu.ance . 

of~ J(tJd.itopiiiion ·by. CV8 and Mr. Anderson, in my opi~jon, is a violation of the dqe 

professional ~ill"~ standard, in ·~nd of itself. In failing .t.o· _per-form a pJ;Oper eng~g~ment 

ql)ality ·n~view as req~ired by AS 7, MT. Van Wagoner' also fail~~ to exercise due 

·pr~fessionaJ care. 

74 




EXHIBIT A- Documents Considered 

Public Filings 

• 	 Yuhe International, Inc., Form 10-K for the year ended December 31,2008 

• 	 Yuhe Intemational, Inc., Form 10-K./A for the year ended December 31, 
2008, filed May 13, 2009 

• 	 Yuhe International, Inc., Form I 0-K for the year ended December 31, 2009 

• 	 Yuhe International, Inc., Form I0-K for the year ended December 31, 2010 

• 	 Yuhe International, Inc., Form 8-K, filed March 17, 2008 

• 	 Yuhe International, Inc., Form 8-K, filed April tO, 2008 

• 	 Yube International, Inc., Form 8-K, filed December 9, 2009 

• 	 Yuhe International, Inc., Form 8.-K, filed Mat"ch 11, 2010 

• 	 Yuhe International, Inc., Form 8-K, filed June 23, 2011 

• 	 Yuhe International, Inc., Form S-1 for the period ended May 12, 2008 

• 	 First Growth Investors, Inc., Form 10-KSB for the year ended December 31,2007 

Accounting and Auditing Guidance 

• 	 FASB Accounting Standards Codification Notice to Constituents (v 4.1) About 
the Codification (Apr. 10, 201 0) 

• 	 PCAOB Release No. 104-2010 ..089A 

• 	 PCAOB Research Note # 2011-P 1, Activity Summary and Audit Implications for 
Reverse Mergers ·Involving Companies from the China Region: January 1, 2007 
through March 31, 2010, dated March 14, 2011. 

• 	 PCAOB Alert 6, Auditor Considerations Regarding Using the Work of Other 
Auditors and Engaging Assistants From Outside the Firm 

• 	 PCAOB Auditing Standard No. 1, References .in Auditors ' Reports to the 
Standards ofthe Public Company Accounting Oversight Board 

• 	 PCAOB Auditing Standard No. 3, Audit Documentation 

• 	 PCAOB Auditing Standard No. 6, Consistency and the Auditor's Report on 
Financial Statements 

• 	 PCAOB Auditing Standard No. 7, Engagement Quality Review and Conforming 
Amendment to the Board~r Interim Quality Control Standards 
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• 	 AU Section 110, Responsibilities and Functions ofthe Independent Auditor · 

• 	 AU Secti,on 150, Generally Accepted Auditing Standards 

• 	 AU Section 21 0, Training and Proficiency ofthe Independent Auditor 

• 	 AU Sec~ion 2!),0,}.11(/~penrjence 

• 	 AU S~9tiQll:?~s.;~~ ProfetlSitJnal Care in _the Perfor_Jr}l!~f¢·.Q/.fY.ork 

• 	 AU:Se.ction 3JO~.!lppointment ofthe·Jndependertt·.Jlud.itot 

• 	 AU:Se.cti,op ·~11; Plat:~ning 411d StqJervision 

• 	 AU ·$ectioJ.t '3}2,~_AU(lit fRiskand Materiality trr .Conducting·an·A,,UJift 

•. 	 AU· S~d9n 3't 5, Communications; between Predecessor andSu:ct:.essor Auditors 

• 	 AU";Se.ctio~.SJ6, Co,stderation ofFraud.in a Find~i.ti:Statemel}t'Audit 

• AIfS.ee!ipri a) 7, lll~gdiA.ct~ by (1/i¢nts 

~ AU .Se.ction :3J 9, Consideration of1ntt?rnat Control iq a Fmai;cial Statement 
Audit 

• 	 AU:Secdon·-3_~2j The A.y.(ll(pr'$ CP1fSid.tJfatfon ofth¢J11t¢.rfza{4u4it.Fiin.ction in an 
Al)r/Jt o/Fin.anaiai Statements · · · · 

• 	 AU:Se·etion. 326, evidentialM~tter 

• 	 AU· Section 331_, lnventoPies 

• 	 AU ~~qtion 333, Management Representatiof1S 

• 	 AU Section. 334, Rela.tetf.farties 

• 	 AU Section 410, Adherence Jo Gen~ra/Iy -;/1.c~f#pteddlcf:ouptihg;Pr.inc:ip/.es 

• · AU S.ectiou 43:1, Adeqf.l4~Y P/Discl(J$Ure in FillQ.ncf.al t;tat~ments 

• 	 AU S~.ction 504, Association With Financial $iatements 

• 	 AU Section.S08, Reports on Audited Financial Statem(Jnts 

• 	 AU Sectjpo 532, Re~tricting the Use ofan Auditor's Report 

• 	 AU Section 5.43, Part ofAttdit Performed by Other iru;(ependept-Aud,itors 

• 	 SEC Item 9(e) of Schedule 14A 

Swor-n lnv.es~igatiY:e 1'estimony Transc~ints and._RelatedE~ib~t~ · 

• 	 Sworn Testimony of Rus$~11 Anderson, ·taken June 26,20 l3 

• 	 Sworn Testimony of Sean Bryant, take.n June 25, 201~ 
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• Sworn Testimony of Marty Van \Vagoner, taken June 27,2013 

Produced. Documents 

• CVB000005-CVB000009 

• CVB000532 

• CVB000067-CVB000068 

• CVB000750-CVB000753 

• CVBOQ1532 

• CVBOO1588-CVBOO1590 

• CVB001781-CVB001787 

• CVBOO 1901-CVBOO 1907 

• CVB002l 08-CVB0021 I 7 

• CVB002359-CVB002363 

• CVB015393-CVB015394 

• CVB029575 

• CVB031087 

• CVB040055 

• CVB040199 

• CVB043713 

• CVB043739 

• C\'a043744 

• CVB043774 

• CVB044112 

• CVB044136 

• CVB044140-CVB044143 

• CVB044208-CVB044219 

• CVB044220 

• CVB044591-CVB044597 

• CVB044621 

• CVB044967-CVB044970 
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• 	 CVB044972 

• 	 CVB050985-CVB050986 

•· 	 CVB051204 

• 	 CVB0Sl47~~CVJ3051473 

• 	 Cya051494.-CVB051 496 

• 	 CVBO$l.5St~cvB0515'82 

• 	 GVB0!2S34 

• 	 CV):J052947 

• 	 CVB053l22 

•· 	 CVJ3()$.6SZ6 

• 	 CVBPS-6&36 

• 	 CN'B06310l 
• 	 cya:ou61'63~evso66I66 

• 	 cv~o66244 

Otlter: 

• 	 Child, Van Wagoner and Associates website. http://cpaeJite.ne.tlabout"".us 

• 	 Lette~ from U.S. Securities and Exchange CommissiQn to Mr. Gao ZheQtao~ dated 
December 14, 2010 

• 	 Sarbanes~Oxley Act of 2002 

• 	 Ord,er lnslitY.ting Pl(blic Adminis.tratiye and Ce(l$e-:And;..Desist PrQcee.dings 
Pursuant to Sectio~ 4C and 21C oftheSecuritif1s and Exchange Act -of1934 and 
R,ule 102(e) Qjthe Commission's Rules o[Prqctice,_:In ·the Matter.of.Child Van 
Wagoner & Bradshaw, PLLC, R~!letl E~ And~i]QP,, CPA and Marty Van 
Wagoner, CPA, dated Jttly ~' 2014 

• 	 W~lls Submission of Child, Van W~goner & Btadshaw, Russell Anderson, and 
Marty ·van Wagoner, dated October 25, 2013 and Supplemental Wells 
Subini~siop., dat~d May 29, 2014. · 

• 	 Letter from Mr. Anth9ny J, Costantini 10. U:~s. Securitie~ and Exchange 
Co~ion, dated September 20, 20ll 
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EXHIBlT B- Curriculum Vitae of R. Lany Johnson 

R.LARRYJOHNSON,CPA ver1s 
EXPEHJENCE 

VEIUS CONSULTING, INC. 2000- Present 
CHAIRMAN/CEO 

JOHNSON LAMDERT & CO. 

MANAGING PARTNER. 1986-2005 


ERNST & WHINNEY 1968-1986 
PARTNER 

Direct client responsibility for all litigat ion consulting serv ices. Experience includes forensic ana lysis; 
liability, causation and damages consultation; discovery assi stance; preparation of damages analysis and 
expert testimony. Engagements have included many which required several thousands of hours of 
assis tanc e and involved damages in the hundreds of millions of dollars. 

Special ized industries involved in litigati on ass ignments have included insurance, nuclear power, finance, 
software development, telecommunications, rea l estate, government contractors, professional service fi rms 
and hotels. 

As managing partner of Johnson Lambert & Co., oversaw the accounti ng and auditing practice of that firm; 
as CEO of Veris Con sulting, Inc., oversees all consultin g services that finn provid es, including survey 
research and technolog y cons ulting. 

For 18 years through 1986 as soc iated with Ernst & Whinney. Admitted to partnership in 1978 , named 
partner in charge of accounting and auditi ng for its Washington, D.C. practice in 1980 an d served as Mid­
Atlantic Regional Director of insurance services . 

AlCPA FINANCIAL SERVICES EXPERTS PANEL 2000-2001 
MEMBER 

One of 15 original members of panel designed to monitor developme nts affecting the deli very and 
reporting of financial service s in the U.S. 

AICPA INSURANCE COMPANIES COMMITTEE 1997- 1999 
MEMBER 1989-1993 

One of 15 members responsible for deve lopment of accounting and financial re porting for U.S. insurance 
enterpri ses. 

ACCOUNTING STANDARDS EXECUTIVE COMMIITEE 
(Now FINANC£AL REPORTING EXECUTNE COMMIITEE) 1994- 1997 
MEMBER 
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One of 15. members of the Accounting Standards Executive Committee of the American Institute of Certified 
Public Accountants, which was the highest authority in the U.S. Accounting ProfesSion with responsibility for 
industry·specific accounting and reporting matters. 

------'-__..,..~--------·------- ··--·-··--·--· 

OTHER AICPA·COMMITTEES 
............. ,__ ,,,, __ ··--·-···-···--· ...--~---·-·······--·--·--··-·-----··-----····- _.......... _.. . 


SeJVed as a member ofth~ AlC.fA Committee on Relations with Actuaries and on task-forces Q\cluding.the 
following: . 

• 	 Auditing Loss .Reserves 
• 	 Mu~~~ Life 1ns\ll1IDce Companies 
• 	 Deposit:Accountmir(Chair). 
• 	 Mass Tort Liabilities 

EDUCATION 

BS-University ofMaryland, -magna cum laude 
Completed ·M~JAcoursework, ·George-Washington University 

----------..,--------·-----··-----------.......... ___ --·· 	 .. ·- --·-----~---·-----------------~--

TRIAL AND ARBITRATION TESTIMONY 

• 	 In the Matter ofthe Arbitration between National Union Fire lnsuranc.e Colnpany ofPit,sburgh, 
PA,.et.aL v. Transatlantic-l~rance-Company; In the Matter-oftheArbitr..f!tio.n_,bf!.tw,een.Ame.rican 

' 	 Home and National Union Insurance Company ofPittsburgh, PA v~ Transatlantic; Jn the. Matter 
ofthe Arbitration between The lnsurance Company ofP A v. Transatlantic (October 2.0.14) 

• Alabama Power Company, Georgia Power Company, and Southern Nuc/ear-'Op~rati,gCo~. Inc. 
v. UnitedStaies {Fed· Cl. No. 08-237C) (November 2013) 	 · 

• 	 Carolina Power & Light Company, Florida Power Corporation v. United States ofAmerica (Fed 
Cl., No.. No.J1-869C) (September 2013) 

• 	 Connecticut Yankee Atomic Power Comp~ny. Yankee Atomic. Electric CompafJ)I, .Maine Yankee 
Ato'mic Power Companyv. United States ofAmerica, (Fed Cl~. Nos. 07-875C. ·07.;.876C, 07) 
(October 2011) 

• 	 Monsanto Co. and Monsanto Technology LLC v. E. L DuPont de Nemours and Company and 
Pioneer Hi-Bred Int'l. Inc., (AAA No. 13-122-0126-09) (July 201 I) 

• 	 Fuller-Austin Asbestos Selllement TrU$1, et a/. v. Zurich-American Insurance Company, et a/ and 
related cases, Superior Court ofthe State ofCalifornia, County of San.Francisco,. Nos. CGC 04­
431719, CGC 04-436181, CGC 05-442140, CGC-442745) (June 201 1) ­

• 	 Fergus(m, eta/. v. Hannover Ruckversichenmgs..;A/ctiengesellsschafl (N.Y. Sup.Ct., NQ. 

SOO 106/2008) (M~cb 20 ll) 


• 	 In the Matter ofJoseph P. Welter, CPA and Keith D. Majors, CPA, (PCAOB -No~ 105~20 l0-001) 
(December 201 0) 
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DEPOSITION TESTIMONY 


• In the Matter ofthe Arb.itration between National Union Fire Insurance Company ofPittsburgh, 
PA, et al. v. Transatlantzc Insurance Company; In the Matter ofthe Arbitration between American 
Home and National Union Insurance Company ofPittsburgh, PA v. TransatlanJic; In the Matter 
ofthe Arbitration between The Insurance Company ofP A v. Transatlantic (September 2014) 

• N-Tron Corporation v. Nicholson, et al. ( S.D.N.Y., No. 12 Civ. 03568) (August 2014) 

• Dairy/and Power Cooperative v. United States (Fed. CL, No. 12-902C) (July 2014) 

• In Re Lehman Brothers Securities and ERISA Litigation (S.D.N.Y., No. 09-MD- 20p) (May 
2014) 

• Scienton Technologies, Inc. ,et al. v. Computer Associates International, Inc. (E.D.N.Y., No.2: 04 
CV 2652) (October 2013) 

• Securities and Exchange Commission v. Joseph F. Apuzzo (D. Conn., No.3: 07 CV 01910) 
(October 2013) 

• Carolina Power & Light Company, Florida Power Corporation v. United States ofAmerica (Fed . 
Cl., No. No. ll-869C) (June 2013) 

• Retirement Program for Employees ofthe Town ofFairfield, et al. v. MAXAM Capital 
Management LLC, eta/., No. X05 CV 09-5011561 S (Super. Ct. Conn.) (November 2012) 

• The Rector and Visitors ofthe University ofVirginia v. IDX Systems Corporation, et al. In the 
Circuit Court for the City ofCharlottesville. Civil Case No.: CL09-58- and TDX Systems 
Corporation, et a/. v. Marshall Ruffin, (Circuit Court for the City ofCharlottesville, Civil case 
No.: CLl0-398) (March 2012) 

• Alabama Power Company, Georgia Power Company and Southern Nuclear Operating Company, 
Inc. v. United States (Fed. Cl. No. 08-237C) (January 20 12) 

• Pacific Gas & Electric Company v. United States (Fed. Cl. No. 1 0-507C, into which has been 
consolidated No. 1 0-SOSC) (November 2011) 

• Miguel V. Pro and Davis Landscape, Ltd. v. Hertz Equipment Rental Corporation (D.N.J., No . 
2:06-CV -03 830) (October 2011) 

• Jean Smith and Loria /vie, Individually and on behalfofAll Others Similat·ly Situated v. Barry 
Collinsworth, Thomas Pugh, United American Insurance Company, Heartland Alliance of 
America Association, Farm & Ranch Healthcare, Inc.; a;,d John Does 1020 (Circuit Court of 
Saline County, Arkansas, No CV 2004-742-2) (July 2011) 

• Connecticut Yankee Atomic Pm11er Company, Yankee Atomic Electric Company, Maine Yankee 
Atomic Power Company v. United States (Fed. Cl., Nos. 07-875C, 07-876C, 07-877C) (July 2011) 

• Fairfax Financial Holdings, Ltd., et ano. v. S.A.C. Capital Management, LLC, eta/. (Superior 
Court ofthe State of New Jersey, Docket No. MRS-L-2032-06) (July 2011) 
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EXHIBIT C- Basic Auditing Standards 

The ten basic auditing standards are as follows: 

General Standards 

1. 	 The audit is to be performed by a person or persons having adequate 
technical training andproficiency as an auditor. 154 

This standard recognizes that however capable a person may be in other 
fields, including business andfinance, he cannot meetthe requirements of 
the auditing standards without proper education and experience in the 
field ofauditing ... In the performance ofthe audit which leads to an 
opinion, the independent auditor holds himself out as one who is proficient 
in accounting and auditing. 155 

2. 	 In all matters relating to the assignment, an independence in mental 
attitude is to be maintained by the auditor or auditors. 156 

To be independent, the auditor must be intellectually honest; to be 
recognized as independent, he must be free from anyobligation to or 
interest in the client, its management, or its owners. 157 

3. 	 Due professional care is lo be exercised in the ~Ianning andperformance 
ofthe audit and the preparation ofthe report. 1 8 

Due professional care requires the auditor to exercise professional 
skepticism. Professional skepticism is an attitude that includes a 
questioning mindand a critical assessment ofaudit evidence. The auditor 
uses the knowledge, skill and ability called for by the profession ofpublic 
accounting to diligently perform, in good faith and with integrity, the 
gathering and objective evaluation ofevidence. 159 

Standards of Field Work 

IS4 AU §150.02. 

ISS AU §210.02-.03. 

156 AU §150.02. 

151 At.i §220.03. 

158 AU §230.01. 

159 AU §230.07. 
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1. 	 The work is to be adezuately planned and assistants, ifany, are to be 

properly supervised 1 0 


Audit planning involves developing an overall strategy for the ·expected 
condu-ct and scope ofthe audit ... In planning the•audit, the auditpr should 
consider, among other matters: . . 

a. 	 Matters. relating to_ the entity's busine.ss and the industry inwhich 
it operates. 

b. 	 The· entity's accqu~Jtingpolicies qnd procedures. 
c. 	 The :methods usetibjJ'the ·entity to process -signific_ant accounting 

information ... including;the use ofserVice organizations;· suchtlS 
outside;service centers. 

d 	 Planned:assessed level _ofcontrol risk 
e. Prelimi'tlaryjudgmen.tabqut materiality -levels for,a,udit purposes. 
f Financial,statement;items./ikely to require:adj~tment. 
g. 	 Conditions th(.lf.:may r~rjuire· extension or modification ofaudit 

tests; ~qh. as the riskofmqterial error or fraud ·or the ~xistence of 
relatedpariy.transactions. · 

h. 	 The nature ofreportse~pected to be rendered ... 

Supervision involves :directing the efforts ofassistants who ·are 
involved In ac:complishing the .objectives ofthe ,au/lit: and 
determining whether ihose objectives were accomplished ... The 
wotkperformed:by each ·assistant should be reviewed to determine 
whether. it was adequately performed and to evaluate whether the 
results are consistent with the conclusions to be presented in'the 
auditor's report. 161 	

. 

2. 	 A sufficient understanding ofinternal contro/162 is to be obtained to plan 

the audit and to determine the nature, timing, and extent oftests to be 

performed 163 

• . · 


In a.ll audits, the auditor should obtain an understanding ofinternal 
control sufficient to plan the audit by performing procedures to 
understand the design-of controls relevant to an audit offinancial 

160 AU-§150.02. 
161 AU-§311.03-.13. 
162 "The~standards define control as a process- effected by an entity's board ofdirectors, management, and 

other:persoimel·..:.. designed to provide reasonable assurance regarding the· achievement of obj~ctiv~s in 
the following categories: (a} reliability of financial reporting, (b) effectiveness and efficiency of 
operations, and (c) compliance with applicable laws and regulations." (AU §319.06). 

163 AU §150.02. 
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statements and determining whether they have been placed in 
operation ... The auditor uses the understanding ofinternal control and the 
assessed level ofcontrol risk in determining the nature, timing, and extent 
ofsubstantive tests for financial statement assertions. 164 

3. 	 Sufficient co1npetent evidential matter is to be obtained through 
inspection, observation, inquiries, and confirmations to afford a 
reasonable basis for an opinion regarding the financial statements under 
audit. 165 

Most ofthe independent auditor's work informing his or her opinion on 
financial statements consists ofobtaining and evaluating evidential matter 
concerning the assertions in such financial statements ... Evidential matter 
varies substantially in its influence on the auditor as he or she develops an 
opinion with respect to financial statements under audit. The pertinence of 
the evidence, its objectivity, its timeliness, and the existence ofother 
evidential matter corroborating the conclusions to which it leads all hear 
on its competence. 166 

Standards of Reporting 

1. 	 The report shall state whether the financial statements are presented in 
accordance with generally accepted accounting principles (GAAP). 167 

2. 	 The report shall identify those circumstances in which such principles 
have not been consistently observed in the current period in relation to the 
precedingperiod 168 

[T]he auditor should evaluate whether the comparability ofthe financial 
statements between periods has been materially qffected by changes in 
accounting principles or by material adjustments to previously issued 
financial statements for the relevant periods. 169 

3. 	 Informative disclosures in the financial statements are to be regarded as 
reasonably adequate unless otherwise stated in the report. 170 

164 AU §319.02-.0S. 

16s AU §150.02. 

166 AU §326.-02. 

167 AU §150.02. 

168 AU §150.02. 

169 PCAOB Auditing Standard No. 6, paragraph 2. 

170 AU §150.02. 
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·	The presentation offinancial statements in conforp1ity with generally 
accepted accounting principles includes a4equate disclosure ofmaterial 
matters. These matters relate to the form, arrangement, and content oft.he 
financial statements and their appended notes, including, for. example, t}Je 
terminology used, the mnount ofdetail given, the classification ofitems· in 
the statements, and the bases ofamounts.setfor.th 171 

4. 	 The r:eportsha/J:contain either an-expressionofopinion.r~gqrding:!he 
fitzaJJclal statement~,,faken a~a.whole, or an as~ertion tothe··effict thatan 
opinion cannot be expressed When an overall opinion cannot be 
expressed, the.reasons therefore shouldbe stated .Jna/1 ~a$es~where an 
auditor's naf1J~: is associated-with financial statements, the reportshould 
contain ac/ear.-cut.indication ofthe chqracter-ofthe audi(or.'s work, if 
any, and the degree ofresponsibility the auditor. is taking. 112 

The pbjective ,ofth.efourth reporting.standard;is to.prevent 
mi.tiJJterpretarion.ofthe degree ofrespoil$ibility·the··accountant:assumes: 
when :his name· is associated with financial statements~•.An.a~~ounta.nt:is 
associated with:financial statements when he has •consentedio.·the:us.e~of 
hisname in a report, document, or written tommunicationcontai.ning:the 
statements. Also, when an accountant submits to his client or others 
financial statements that he has prepared or assist.ed,in preparing, he-is 
deemed to be. associated even though the accountant does not app~rzd;his 
name to the statements. 173 

171 AU §431.02. 
172 AU §150.02. 
173 AU §504.01-.03. 
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